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HIGH  SKnXS,  LOW  WAGES— PRODUCTIVITY 
AND  THE  FALSE  PROMISE  OF  NAFTA 


THURSDAY,  AUGUST  5,  1993 

House  of  Representatives, 
Employment,  Housing,  and  Aviation  Subcommittee 

OF  THE  Committee  on  Government  Operations, 

Washington,  DC. 

The  subcommittee  met.  pursuant  to  notice,  at  9:30  a.m.,  in  room 
2247,  Raybum  House  Office  Building,  Hon.  Collin  C.  Peterson 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  Collin  C.  Peterson,  Floyd  H.  Flake, 
Karen  L.  Thurman,  and  John  M.  McHugh. 

Also  present:  Edith  Holleman,  staff  director;  Andrea  Nelson, 
counsel;  Dave  Rinebolt,  professional  staff  member;  June  Saxton, 
clerk;  and  Michael  D.  Nannini,  minority  professional  staff,  Commit- 
tee on  Government  Operations. 

OPENING  STATEMENT  OF  CHAIRMAN  PETERSON 

Mr.  Peterson.  The  subcommittee  will  come  to  order. 

Today,  we  are  going  to  look  into  the  issue  of  productivity  of  the 
work  force  in  America  and  Mexico,  and  the  implications  it  might 
have  on  the  NAFTA  debate. 

In  the  IVa  years  since  President  Bush  signed  the  North  Amer- 
ican Free  Trade  Agreement,  supporters  of  the  trade  pact  have  vo- 
ciferously denied  that  United  States  jobs  would  be  siphoned  off  to 
Mexico  because  of  the  low  wage  structure  there.  U.S.  Trade  Rep- 
resentative Mickey  Kantor  has  said  repeatedly  that  Americans 
have  nothing  to  fear  because  the  average  Mexican  factory  worker 
receives  hourly  wages  and  benefits  worth  $2.35  versus  $16.17  for 
the  U.S.  worker.  According  to  Ambassador  Kantor,  U.S.  workers 
are  "many  times  more  productive"  than  Mexican  workers. 

These  statements  have  been  repeated  by  others.  According  to  a 
recent  column  in  the  Washington  Times,  businesses  stay  in  the 
United  States  because  they  can't  find  the  kind  of  work  force  they 
need  in  Mexico.  "Mexican  workers  produce  only  about  13  percent 
per  hour  as  much  as  their  American  colleagues,  this  writer  stated. 
When  asked  his  source,  he  could  only  say  he  had  "heard  it  some- 
where in  the  White  House"  during  the  last  administration. 

Industry  and  business,  however,  tell  a  different  story — a  stoiy 
that  has  been  frequently  ignored  in  the  free  trade  debate.  Accord- 
ing to  Business  Week  earlier  this  year,  Mexico's  emphasis  is  on 
both  low  wages  and  high  productivity.  In  the  new  plants  built  by 
the  United  States  and  other  multinational  compEinies  in  Mexico, 
productivity  ranges  from  85  to  over  100  percent  of  that  of  similar 
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United  States  plaints,  while  total  compensation  remains  at  about 
one-seventh  to  one-tenth  that  of  United  States  workers  doing  the 
same  job.  And  these  are  not  low-skilled  jobs.  These  are  jobs  U.S. 
workers  desperately  want  to  keep,  such  as  automotive  and  truck 
assembly  jobs,  and  engine  building,  the  cream  of  the  automotive 
jobs  in  this  country. 

As  a  promoter  of  foreign  investment  based  in  Chihuahua  City 
said  in  the  Dallas  Morning  News,  "we  used  to  see  ourselves  as  com- 

f>etitors  with  China  for  foreign  companies  that  provided  low-skill, 
ow-wage  jobs.  Now  we  see  ourselves  as  competitors  with  the  Unit- 
ed States  for  enterprises  that  provide  high-skill  jobs  at  lower 
wages." 

A  vice  president  of  a  U.S.  electronics  company  put  it  very  suc- 
cinctly: "We  run  our  Mexican  factories  with  basically  the  same 
premise  as  in  the  U.S.  They  use  state-of-the-art,  expensive,  very, 
very  modern  equipment.  These  are  not  high  volume  sweat  shops." 

They  may  not  be  sweat  shops,  but  they  don't  pay  a  middle  class 
wage.  When  we  look  at  the  actual  wage  paid  to  the  worker  after 
benefits  are  subtracted,  it  is  about  $1.50  per  hour  for  a  48-hour 
week,  or  annual  income  of  $3,744.  Even  if  you  agree  with  one  of 
our  witnesses — and  I  don't — that  that  amount  in  actual  purchasing 
power  translates  into  about  $6,685  U.S.  dollars — think  about  how 
little  a  family  of  four  can  purchase  in  the  United  States  for  $6,685; 
$6,685  is  less  than  half  of  the  $14,343  which  defined  poverty  for 
a  family  of  four  in  the  United  States  in  1992.  Even  with  two  full- 
time  manufacturing  incomes,  a  Mexican  family  could  not  reach  our 
poverty  level.  They  cannot  buy  the  cars,  the  refrigerators,  or  any 
of  those  U.S.  consumer  goods  that  the  trade  people  say  we  are 
going  to  sell. 

And  that  is  what  this  debate  is  all  about.  It  is  about  cheating 
productive  Mexican  workers  out  of  their  rightful  pay  and  forcing 
United  States  workers  making  7  times  that  to  accept  wage  and 
benefit  cuts  to  compete  with  these  lower  wages. 

The  question  is,  when  will  this  change?  The  imposition  of  "el 
pacto,"  the  government-union-industry  agreement  which  continues 
to  deliberately  hold  down  wages  to  keep  Mexico's  low-cost  competi- 
tive advantage  over  other  countries.  It  makes  a  joke  of  the  econo- 
pundits'  statements  that  when  productivity  increases,  wages  will 
also  increase.  According  to  this  week's  Business  Week,  the  pact  has 
"postponed  the  income  gains  that  should  follow  strong  productivity 
growth." 

Business  Week  goes  on  to  describe  Mexico's  move  as  only  one  in 
a  "new,  brutally  competitive  world  economic  order  that  is  emerging 
from  the  demise  of  the  cold  war.  To  stay  competitive,  companies 
are  locating  more  facilities  abroad,  eliminating  jobs,  and  investing 
in  technologies  to  boost  productivity.  The  peace  dividend,  at  least 
in  the  short  run  for  industrialized  jobs,  is  unemployment." 

According  to  Labor  Secretary  Reich,  the  high-wage  manufactur- 
ing jobs  in  the  United  States  are  being  replaced  with  low-wage 
service  jobs,  and  there  is  no  clear  understanding  of  where  new 
high-wage  jobs  are  going  to  come  from. 

With  tnese  high  levels  of  productivity  and  low  wages  in  Mexico's 
export  sector,  it  is  not  surprising  that  Zenith  Television  says  that 
the  primary  reason  it  moved  jobs  to  Reynosa,  Mexico,  was  its  wage 


structure.  The  implications  for  U.S.  workers  are  ominous.  When 
Mexican  workers  can  match,  or  even  exceed,  the  productivity  of 
workers  in  the  United  States  but  their  wages  are  kept  deliberately 
low,  both  the  American  and  Mexican  workers  are  going  to  end  up 
on  the  short  end  of  the  stick. 

Todaj^s  hearing  will  examine  the  wage  and  productivity  levels  of 
Mexican  and  United  States  workers  in  these  new  plants,  particu- 
larly in  the  automotive  industry.  In  their  writings,  our  two  U.S. 
witnesses  have  taken  completely  divergent  views  of  this  issue.  Pro- 
fessor Harley  Shaiken  of  the  University  of  California  is  the  author 
of  "Myths  About  Mexican  Workers,"  which  compares  the  productiv- 
ity of  modem  Mexican  auto  plants  with  those  of  the  United  States 
and  Japanese  automakers,  and  finds  that  Mexican  plants  are  high- 
ly competitive. 

Alan  Reynolds  is  a  senior  fellow  and  director  of  economic  re- 
search at  the  Hudson  Institute.  In  a  paper  presented  to  a  congres- 
sional seminar  earlier  this  year,  he  wrote,  "Mexican  wages,  like 
other  low  prices,  have  been  low  for  a  reason — ^Mexican  productivity 
is  low." 

We  also  have  a  special  witness  this  morning.  We  are  honored  to 
have  with  us  Bertha  Lujan  of  the  national  executive  committee  of 
the  Authentic  Labor  Front,  FAT,  who  arrived  in  the  United  States 
late  yesterday.  Seiiora  Lujan,  as  a  member  of  the  independent 
labor  movement,  has  personal  experience  in  the  linkage  of  Mexican 
productivity  and  wages,  and  we  are  pleased  to  hear  from  her  this 
morning.  She  also  heads  the  Mexican  Action  Network  on  Free 
Trade. 

At  this  point  I  would  be  happy  to  recognize  other  members  of  the 
committee  for  opening  statements.  Mr.  McHugh,  do  you  have  a 
statement? 

[The  opening  statement  of  Mr.  Peterson  follows:] 


STATEMENT  OF  COLLIN  C.  PETERSON,  CHAIRMAN 

EMPLOYMENT,  HOUSING  AND  AVIATION  SUBCOMMITTEE 

August  5,  1993 

In  the  year  and  a  half  since  President  Bush  signed  the  North 
American  Free  Trade  Agreement  (NAFTA) ,  supporters  of  the  trade  pact 
have  vociferously  denied  that  U.S.  jobs  would  be  siphoned  off  to 
Mexico  because  of  the  low  wage  structure  there.  U.S.  Trade 
Representative  Mickey  Kantor  has  said  repeatedly  that  Americans 
have  nothing  to  fear  because  the  average  Mexican  factory  worker 
receives  hourly  wages  and  benefits  worth  $2.35  versus  $16.17  for 
the  U.S.  worker.  According  to  Ambassador  Kantor,  U.S.  workers  are 
"many  times  more  productive"  than  Mexican  workers. 

These  statements  have  been  repeated  by  others.  According  to 
a  recent  column  in  the  Washington  Times,  businesses  stay  in  the 
U.S.  because  they  can't  find  the  kind  of  work  force  they  need  in 
Mexico.  "[Mexican]  workers  produce  only  about  13  percent  per  hour 
as  much  as  their  American  colleagues,"  this  writer  stated.  When 
asked  his  source,  however,  he  could  only  say  he  had  "heard  it 
somewhere  in  the  White  House"  during  the  last  administration. 

Industry  and  business,  however,  tell  a  different  story  —  a 
story  that  has  been  frequently  ignored  in  the  free  trade  debate. 
According  to  Business  Week  earlier  this  year,  Mexico's  emphasis  is 
on  both  low  wages  and  high  productivity.  In  the  new  plants  built 
by  U.S.  and  other  multinational  companies  in  Mexico,  productivity 
ranges  from  85  to  over  100  percent  of  that  of  similar  U.S.  plants, 
while  total  compensation  remains  at  one-seventh  to  one-tenth  that 
of  U.S.  workers  doing  the  same  job.  And  these  are  not  low-skilled 
jobs;  these  are  the  jobs  U.S.  workers  desperately  want  to  keep  — 
automotive  and  truck  assembly  jobs  —  and  engine  building,  the 
cream  of  the  automotive  jobs. 

As  a  promoter  of  foreign  investment  based  in  Chihuahua  City 
said  in  the  Dallas  Morning  News.  "We  used  to  see  ourselves  as 
competitors  with  China  for  foreign  companies  that  provided  low- 
skill,  low-wage  jobs.  Now  we  see  ourselves  as  competitors  with  the 
United  States  for  enterprises  that  provide  high-skill  jobs  at  lower 
wages . " 

A  vice  president  of  a  U.S.  electronics  company  put  it  very 
succinctly:  "We  run  our  Mexican  factories  with  basically  the  same 
premise  as  in  the  U.S.  They  use  state-of-the-art,  expensive,  very, 
very  modern  equipment.   These  are  not  high-volume  sweatshops." 

They  may  not  be  sweatshops,  but  they  don't  pay  a  middle  class 
wage.  When  we  look  at  the  actual  wage  paid  to  the  worker  after 
benefits  are  subtracted,  it  is  about  $1.50  per  hour  for  a  4 8 -hour 
week  or  an  annual  income  of  $3,744.  Even  if  you  agree  with  one  of 
our  witnesses  —  and  I  don't  —  that  that  amount  in  actual 


purchasing  power  translates  into  about  $6,685  U.S.  dollars  —  think 
about  how  little  a  family  of  four  can  purchase  in  the  U.S.  for 
$6,685!  $6,685.00  is  less  than  half  of  the  $14,343  which  defined 
poverty  for  a  family  of  four  in  the  U.S.  in  1992.  Even  with  two, 
full-time  manufacturing  incomes,  a  Mexican  family  could  not  reach 
our  poverty  level.  They  cannot  buy  the  cars,  the  refrigerators  or 
any  of  those  U.S.  consumer  goods  that  the  trade  people  say  we  are 
going  to  sell. 

And  that  is  what  this  debate  is  all  about.  It  is  about 
cheating  productive  Mexican  workers  out  of  the  rightful  pay  and 
forcing  U.S.  workers  making  seven  times  to  accept  wage  and  benefit 
cuts  to  compete. 

Vfhen  will  this  change?  The  imposition  of  "el  pacto",  the 
government-union-industry  agreement,  continues  to  deliberately  hold 
down  wages  to  keep  Mexico's  low-cost  competitive  advantage  over 
other  countries.  It  makes  a  joke  of  the  econo-pundits '  statements 
that  when  productivity  increases,  wages  will  also  increase. 
According  to  this  week '  s  Bus iness  Week .  the  pact  has  "postponed  the 
income  gains  that  should  follow  strong  productivity  growth." 

Business  Week  goes  on  to  describe  Mexico's  move  as  only  one 
in  a  "new,  brutally  competitive  world  economic  order  [that]  is 
emerging  from  the  demise  of  the  cold  war  ...  To  stay  competitive, 
companies  are  locating  more  facilities  abroad,  eliminating  jobs, 
and  investing  in  technologies  to  boost  productivity  .  .  .  'The 
peace  dividend,  at  least  in  the  short  run  [for  industrialized 
countries],  is  unemployment.  "'  According  to  Labor  Secretary  Reich, 
the  high-wage  manufacturing  jobs  in  the  U.S.  are  being  replaced 
with  low-wage  service  jobs,  and  there  is  no  clear  vinderstanding  of 
where  new  high-wage  jobs  are  going  to  come  from. 

With  these  high  levels  of  productivity  and  low  wages  in 
Mexico's  export  sector,  it  is  not  surprising  that  Zenith  Television 
says  that  the  primary  reason  it  moved  jobs  to  Reynosa,  Mexico,  was 
its  "wage  structure."  The  implications  for  U.S.  workers  are 
ominous.  When  Mexican  workers  can  match  or  even  exceed  the 
productivity  of  workers  in  the  United  States,  but  their  wages  are 
kept  deliberately  low,  both  the  American  and  Mexican  workers  are 
being  cheated. 

Today's  hearing  will  exeunine  the  wage  and  productivity  levels 
of  Mexican  and  U.S.  workers  in  these  new  plants,  particularly  in 
the  automotive  industry.  In  their  %n:iting8,  our  two  U.S.  witnesses 
have  taken  completely  divergent  views.  Professor  Harley  Shaiken 
of  the  University  of  California  is  the  author  of  "Myths  about 
Mexican  Workers,"  which  compares  the  productivity  of  modern  Mexican 
auto  plants  with  those  of  U.S.  and  Japanese  automakers  and  finds 
the  Mexican  plants  to  be  highly  competitive.  Alan  Reynolds  is  a 
senior  fellow  and  director  of  economic  research  at  the  Hudson 
Institute.  In  a  paper  presented  to  a  Congressional  seminar  earlier 


this  year,  he  wrote,  "Mexican  wages,  like  other  low  prices,  have 
been  low  for  a  reason  —  Mexican  productivity  is  low." 

We  also  have  a  special  witness  this  morning.  We  are  honored 
to  have  with  us  Bertha  Lujan  of  the  national  executive  committee 
of  the  Authentic  Labor  Front  (FAT)  who  arrived  in  the  United  States 
late  yesterday.  Senora  Lujan,  as  a  member  of  the  independent  labor 
movement,  has  personal  experience  in  the  linkage  of  Mexican 
productivity  and  wages,  and  we  are  pleased  to  hear  from  her  this 
morning.  She  also  heads  the  Mexican  Action  Network  on  Free  Trade. 


THE  WALL  STREET  JOURNAL. 

Citcnlattea        l,tj», ••• 

MexicanSy  Too,  Are  Wary  of  Trade  Pact, 
Fearim  Loss  of  Some  Worker  Protections 


APR  1 3  1993 


By  DlANNA  SOLIS 
Slo//  Reporur  0/  TMr.  *  *ll  Srnrr-f  Jolrsal 

MEXICO  CITY  -  Ai  the  University  of 
the  Worker  here.  Mantel  Fuentes  gives  his 
blue-collar  audience  »  primer  on  U.S.  and 
Mexican  labor  law. 

"In  the  U.S..  you  have  the  right  to 
strike,  but  the  business  owners  have  the 
right  to  replace  the  sinkers."  says  the 
labor  attorney  to  the  amazed  group  ot 
workers  "In  our  country,  this  is  con- 
demned." 

U.S.  union  leaders  looking  to  attack  the 
North  Amencan  free  Trade  Agreemeni 
because  of  Mexico's  allegedly  weak  labor 
laws  might  be  equalJ)  amazed. 

The  issue  of  how  workers  are  protected 
carries  surprises  for  all  sides  and  is 
prominently  on  the  table  today  as  US. 
Mexican  and  Canadian  nrgolialors  meet 
here  to  craft  a  side  agreerrieni  to  Nafta  on 
labor  The  labor  pad  and  a  similar  under- 
standing on  the  en\ironmeni  have  been 
included  in  the  bargaining  as  pan  of  a 
Washington  effort  to  win  approval  of  Nafta 
from  skeptics  in  Congress. 

The  Ointon  administration  has  pre- 
pared a  plan  limiting  the  power  of  Nafias 
labor  and  environmental  commissions,  al 
laying  concerns  here  thai  they  would  in- 
trude on  Mexjccs  sovereignty. 

The  side  agreements  are  designed  to 
ensure  thai  Mexico  doesn't  gam  an  advan 
tage  beca.ise  of  hanng  lower  standards 

Bui  as  Mr  Fjentes  and  other  Mexican 
labor  experts  point  out.  while  wages  may 
be  low  in  this  nation  of  SS  million,  job 
security  and  l.;nerits  are  high,  at  least  on 
paper. 

Profit-sharing,  paid  maternity  leave 
and  government-run  va  it  ion  getaways 
tre  all  constitutionally  mandated. 

Christmas  bonuses  of  15  days'  pay  ar* 
mandatory.  A  dismissed  worker  must  re- 
ceive severance  pay  of  three  months,  plus 
20  days'  pay  for  each  year  of  service. 

Enforcement  of  these  worker-friendly 
provisions  is  another  matter.  Mexican 
experts  say  that  compliance  by  large  com- 
panies may  be  as  high  as  SO?c,  but  that 
aInKsl  all  smaller  companies  violate  the 
labor  laws  in  one  way  or  another. 


Nafta  makes  unions  on  both  sides  of 
the  border  Jittery.  Victor  Munoi.  an  AFL 
C\0  organiier  In  Los  Angeles,  says  Mexi 
cans  worry  that  their  labor  laws  will  be 
degraded  to  *<jLil  those  in  the  U.S.  while 
his  union  worries  thai  U.S.  wages  will  be 
degraded  to  Mexican  levels. 

Consider  the  case  of  Conchita  Abdala, 
whose  Mexican  benefits  far  surpass  those 
of  U.S.  working  women.  When  Mrs.  Ab- 
dala. a  legal  secretary,  became  pregnant, 
she  got  42  days  of  paid  leave  before  and 
after  the  delivery.  On  the  43rd  day  after 
baby  Roberto's  birth,  the  government  pro- 
vided day  care,  and  she  returned  to  work. 
ENen  milk  for  Roberto  was  provided  free. 
"It  IS  fantastic,"  says  Mrs.  Abdala. 

For  these  benefits  and  others.  Mrs. 
Abdala  contributes  about  S'^c  of  her  salary . 
Her  emplover  pays  about  three  times  that 
amount  Mrs.  Abdala's  salary  is  atiout 
Sl.OOOa  month. 

Juan  Saucedo.  on  the  other  hand, 
wasn't  treated  as  well  The  31year-old  was 
fired  a  year  ago  from  his  JSOOamonth  job 
as  a  bank  director's  chau.'feur.  When  he 
didn't  gel  his  legall)  mandated  severance 
pay.  Mr  Saucedo  took  his  employment 
contract  to  the  federal  Conciliation  and 
Arbitration  board  "They  told  me  I  was 
going  to  lose  because  the  employer  had  all 
the  money. "  sa>s  Mr  Sau.edo.  speaking 
meiaphoricall)  of  the  advantage  of  big 
business  over  individual  workers. 

Mr  Saucedo's  experience  may  not  be  so 
unusual  Laid  off  petroleum  workers  set  up 
a  shantytown  for  several  weeks  last  fall  in 
the  capital's  central  square  to  demand 
their  severance  pay.  After  nearly  a  year, 
the  oil  monopoly  agreed  to  pay  millions  of 
dollars  to  the  protesters. 

Mark  Chassinat.  who  has  operated  a 
private  mailing  service  for  17  years  here, 
sees  such  events  as  part  of  a  broader  effon 
by  Mexico's  labor  courts  to  move  toward  a 
middle  ground  Ten  years  ago.  they  were 
very  much  on  the  employee  side,"  says  Mr. 
Chassinat.  "Now  they  are  becoming  more 
employer-oriented." 


Mr.  Chassinat  adds,  "No  one  is  given 
three  months'  severance  pay  automati- 
cally anymore  That  law  is  no  way  to 
attract  foreign  capital. " 

Observers  say  the  change  to  a  more 
employer  friendly  interpretation  of  labor 
laws  is  largely  a  result  of  the  new  climate 
created  by  the  Salinas  administration. 

While  Mexican  workers  have  a  consti- 
tutional right  to  strike,  potential  strikers 
must  leap  several  legal  hurdles  before  the 
strike  is  considered  legitimate  In  1992. 
unions  announced  plans  to  exercise  that 
right  some  7,000  times,  according  to  the 
Conciliation  and  Arbitration  Board  How 
ever,  only  2^.  of  the  planned  strikes  re 
suited  in  plant  shutdowns. 

Mr.  Fuentes.  the  labor  aiiomey.  refers 
to  the  labor  courts  as  a  "freezer  for  labor 
rights." 

Jaime  Vega,  a  3Iyear-old  graphic  de- 
signer, though;  his  union  had  cleared  the 
hurdles  when  he  and  his  fellow  workers 
called  a  stnke  against  El  Heraldo  de 
Irapuato.  a  newspaper  in  a  central  Mexico 
farming  town  The  workers"  union  w2s 
officially  recognized  and  the  strike  was 
declared  legal  But  last  month,  a  labor 
couri  overturned  a  lower-court  njlind  and 
dKlared  the  stnke  illegitimate 
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Heading  South 


Continued  from  Page  Rl 

Dim.  chairman  ol  .Ma>f»lr  Mills  Inc..  In 
Arcadia.  S.C.  While  Mr.  Dinl  says  he 
admires  Ihe  principle  ol  Iree  trade,  he 
adds  thai  any  ai^iecmenl  "has  to  be  ex- 
ecuted properly"  txfore  he  can  support 
tt— And  Mr.  Dint  observes  that  the  U.S. 
lexJUe  industry  already  has  been  hard- 
hii  by  competition  Irom  a  wide  range  ol 
lOM-  wage  countries.  Including  Mexico. 

Overall.  Roper  found.  71"*  ol  respon- 
dents tee)  the  trade  pact  will  be  beneti- 


Among  the  companies 
with  Si  billion  or 
more  in  sales,  some 
35%  endorse  the 


completed  Internal  analyw  shows  that 
It  would  be  cheaper  to  switch  production 
to  Mexico,  says  Hoover  Presideni  Brian 
Cirdleslone. 

Mr.  Cirdleslone  acknowledges  pub- 
lic concern  about  the  loss  ol  U.S.  jobs, 
but  he  says  that  Issue  doesn't  apply  to 
Hoover's  decision.  "We're  adding  Jobs 
in  North  America."  he  says.  "We're 
bringing  them  back  Irom  Southeast 
Asia." 

Firestone's  Mr.  McCann  adds  that  it 
would  b*  "shoruighied"  to  switch  ptD- 
duction  to  Mexico  in  an  ellort  to  capital 
tit  on  lower  wage  costs.  Pay  scales  lor 
skilled  workers  in  the  U.S.  and  Mexico 
already  are  closer  than  many  people  re- 
aliie,  he  says.  "And  as  Mexico  gets 
more  prosperous,  wages  are  likely  to 
rise."  he  says. 

Still,  some  39%  of  respondents  say 
Ihey  think  the  trade  pact  would  have  i 
mostly  unfavorable  or  very  unfavorable 
Impact  on  American  worken. 

About  one-quarter  ol  executives  sur- 
veyed say  they  are  very  likely  or  some- 
what likely  to  use  Ihe  trade  accord  as  a 
"bargaining  chip"  to  try  to  hold  down 
wages  In  the  U.S.  Another  quarter  say 
that  such  a  tactic  isn't  loo  likely,  and 
nearly  hall  say  it  isn't  likely  at  all. 

While  Mexico  Is  the  main  area  of 
focus,  some  executives  signal  Increased 
Interest  In  Canada  as  well.  The  U.S.  and 
Canada  significantly  reduced  trade  bar- 
riers In  1988.  The  new  North  American 
trade  pad  alms  lo  extend  the  terms  of 
the  1988  accord  and  apply  them  through- 
out the  continent. 

^, ,  •  Overall,  lyk  of  executives  say  the 

„i^: - -•■       HS8  agreement  led  them  lo  Increase  ex- 

jii  ■  ports  to  Canada.  Some  S%  say  Ihey  In- 

ral  for  their  company.  An  additional      vested  more  In  Canada,  and  7%  say  Ihey 

•a  'oy  Ihey  aren't  sure  what  the  Im-      faced  Increased  compcllllon  Itx>m  Cana- 

Piip  would  be.  and  Just  11%  say  II  could      dian  companies.  Bui  nearly  two-thirds 

^Ifl  Ihclr  business. 

.„,.AniiinK  compunlcs  wllh  tl  billion  or 

ifHife  In  snics.  some  yjX  endorM  the 

trndc  pncl.  Iliil  at  compnnlci  wllh  fewer 

than  MO  enipUiyeei,  only  70%  of  exccu- 

if\^t  appruve.  And  among  companies  In 

ilnlei  llinl  bordered  on  Mexico,  one  In 

flv»  exrciillvei  opposes  Ihe  pact -one  of 

Um  lilgheil  nr jntlve  rallngj. 

In  a  ilgn  of  American  cagemeis  to 

eiprind  In  Mexico,  40%  of  respondents 

•ay  It's  very  likely  or  somewhat  likely 

Ihal  they  will  ihlfl  lome  production  lo 

Mexico  In  Ihe   next  lew  yean.  Thai 

ihnr*  li  even  hlKher-U%-tor  execu- 

Uvea  a!  mmpanlei  with  II  billion  ■  year 

In  lalrt. 

Hoover  Co.,  for  example,  plana  lo 

«Url  making  handheld  vacuum  clean- 

rn  il  i  factory  II  opcralei  In  Gudnd 

Jiiartt,  Juil  acnna  Ihe  border  from  tS 

r»to,  Texai.  Hoover  currenllj  makei 

tuch  pnxjiicti  In  Aila.  Hul  a  recently 


trade  pact.  But  at 
companies  with 
tpwer  than  500 

.h> - - 

^l^hployees,  only  70% 

•ju, * „ ..^_ 

of!  executives  aprove. 


of  Ihe  respondents  say  that  the  1»M 
U  S.-Canada  agreement  hisn't  affeclfd 
their  business. 

Looking  ahead.  77%  of  rtspoodenu 
say  that  they  art  very  likely  or  some- 
whai  likely  to  male  a  capital  invest- 
ment in  Canada  in  the  nexl  lew  years. 
Several  executives  say  the  current  re- 
cession in  Canada  has  muted  their  In- 
terest in  expanding  there.  Once  Cana- 
da's economy  picks  up.  they  say.  Ihey 
are  more  likely  lo  take  advantage  of  any 
opportunities  presented  by  liberaliied 
trade. 

Some  critics  of  the  North  American 
trade  acconl  have  complained  that  it 
will  encourage  Ihe  development  ol  re- 
gional trading  blocs  in  Europe.  North 
America  and  Asia,  each  pilled  against 
the  other.  But  some  ie^  ol  executives 
surveyed  say  that  lorming  a  North 
American  regional  bloc  would  be  a  good 
Idea. 

"The  real,  special  value  ol  I  the 
trade  pact)  Is  that  It  maes  the  region 
more  competitive  vis-a-vls  the  rest  of 
Ihe  world,"  says  Nancie  Johnson,  head 
of  trade  policy  for  Du  Pont  Co.  Thil 
might  lead  Dn  Pont  to  base  a  textUe- 
flbers  plant  In  Mexico,  for  example,  the 
sayi.  even  though  local  Mexican  de- 
mand alone  couldnt  support  the  facili- 
ty. Bui  If  the  plant  could  easily  sell  Its 
output  throughout  North  America,  then 
It  would  be  an  attractive  proposition. 

Many  companies.  In  fact,  see  the 
North  American  Free  Trade  Agreement 
as  a  first  step  toward  a  tariff-free  com- 
mon market  that  could  cover  all  of  the 
Western  Hemisphere.  Some  56%  of  all  ex- 
ecutlves-and  70%  of  large-company  ex- 
ecutives-say they  favor  a  trade  accord 
that  would  include  all  of  Latin  America. 

"II  this  Is  successful."  says  Sandra 
Masur,  the  chief  Washington  based 
trade  negotiator  lor  Eastman  Kodak 
Co.,  "what  it  accomplishes  could  poten- 
tially be  applied  to  other  markets  like 
Brazil,  which  are  chaotic  now."  ■ 

M a.  ANDCU  B  A  STATT  aCPOKTia  IN  Txt 

Wall  Street  Jouiwai.'s  Ntw  Yoax  bureau. 


How  THE  Survey  Was  Conducted 

Two  months  «go.  Ox  Ropor  OrgnnluUon  conducted  phone  intcrvicwa 
with  Atb  aonior  executive!  of  manuftcturing  comptnie*  tKrwl£K%nt-Ois 
conUnonUI  U.S.  In  a  teparat*  aample,  60  itnior  execulivea  of  the  largeat 
mnnuOicturlng  companlct  In  lh«  country  were  lnt«rview»d. 

The  aampla  wu  rmndomly  choeon  IVom  a  list  of  private  and  public  com- 
p«nlca  with  100  or  mora  »mploy«««.  Within  each  company,  one  tenlor  exec- 
utive wiM  Irilervlewod.  The  oomplclod  aemple  Included:  150  companica  with 
100-4D9  emplo/Mx;  150  cmipanioa  with  600-B99  employeea;  ajid  160  com- 
panlea  with  1,000  or  more  employooa.  The  comp1ot4)d  aamplo  w»a  weighted 
by  employe*  alia  lo  reflect  the  actual  dlilribution  ofell  lilted  manufactur- 
ing companlee  In  the  country. 

The  (ample  of  the  brgeit  companlea  wu  drawn  randomly  IVmn  ■  lilt- 
ing of  the  lop  600  manufacturing  concama  boaed  on  aalea  revenua. 

According  to  Roper,  the  odda  ere  1 9  out  of  20  that  If  the  aurvey  of  468 
executives  had  Included  every  senior  executive  at  til  Haled  manufacturing 
componlea  In  the  country  wlLh  100  or  moro  employoea,  the  Hndlnga  would 
dIfTer  from  the  survey  reiulu  by  no  more  than  live  porcsnlage  poInU  In  ei- 
ther direction.  The  iampllng  error  for  smBlIor  tubgnupe  la  larger,  ■ 
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QO  YOU  THINK  Ihnl  the  pr«p«od  frce-lrnde 
■^■Krrrmrpt  will  be  very  fnvoraWe.  mo«ll, 
r«vnr«l.lr.  mn,lly  unr«vornl.le  or  very  unfnvor 
•l-lr  *>  f«r  «.  the  folIowInK  nr*  wncemed? 
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uu  ntua  muu 


poit  KACII  ..f  th,  rnin.wlnit  Inilu.lrip..  cli,  y„„ 
■     tliink  llip  lr«(U  |..ct  will  gpiiprnlly  be  Im-hp- 
nrinl  ..r  lUlrimpMlnl  |.,  U.flt  In.lu.try.  iir  will  It 
tiavR  vrry  llllU  jfTp^j? 

"f*        UTiu        Mrt 
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F  NAFTA  ia  rulificd.  which  of  the  following 
■re  very  likely  lo  happen  at  your  business 
wilhin  n  few  years,  somewhat  likely  lo  happen 
not  loo  likely  lo  happen,  or  not  at  all  likely      • ' 
U»  happen? 


,"*!    "»»      109  »tw    Mm 
t»m  WUt  IBtlT  UUIT    UOf 


Naft«  iHU  b«  UMd  by  your 

company  m  ■  bart»lnlnj 

eWp  lo  Ilmp  down 

yapalBlhaUA  10%  u%  26%  i6% 

Tour  company  will 

»»«k«i  a  cnpllal  lnvMl> 

■wnt  in  Mriico 


2% 


Tour  Mmp«ny  wUl 
■aka  a  oapltal  fn. 
*«*t"»ialn  Canada 
Your  coan^y  win  face 
lncrr*M>d  eomp«(l(lon 
from  Allan  rompanlpi 
awning  from  Mpiiro 
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QO  YOU  TIIINK  II  would  Im.  a  r.khI  (,lpa  or 
■i^bBd  lilpn  to  havp  n  frrptrndp  niprompnl 
thalaaapMllally  Inrludra  n.U  Juat  Cnnniln  and 
Mpilni,  hut  all  of  Utln  Amrrlca? 
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Mr.  McHuGH.  Thank  you,  Mr.  Chairman. 

Very  briefly,  let  me  again  express  my  appreciation  to  you  and  to 
the  fiill  committee  for  this  ongoing  series  of  hearings,  this  third  in 
an  effort  to  examine  the  impact  and  the  importance  of  the  North 
American  Free  Trade  A^eement  proposal. 

Certainly,  as  you  noted,  Mr.  Chairman,  the  discussion  of  produc- 
tivity is  one  that  continues  the  controversy,  one  that  highlights  the 
differences  of  opinion  that  seem  to  abound  on  this  particular  sub- 
ject, productivity  versus  cost  per  unit  worker,  et  cetera.  I  commend 
you  for  having  here  today  proponents  of  both  sides  of  the  issue. 

As  I  have  tried  to  do  during  these  hearings,  I  will  today  try  to 
keep  an  open  mind  and  I  am  very  interested  in  learning  what  our 
witness  have  to  say.  So  with  that  I  will  turn  it  back  to  you,  and 
again,  thank  you. 

Mr.  Peterson.  Thank  you  very  much,  Mr.  McHugh.  We  appre- 
ciate your  being  with  us. 

I  will  recognize  our  Democratic  friends  in  the  order  they  ap- 
peared in  the  subcommittee,  first  Congresswoman  Thurman  from 
Florida. 

Mrs.  Thurman.  Thank  you.  Mr.  Chairman.  Actually,  in  the  inter- 
est of  time,  what  I  would  like  to  do  is  submit  my  opening  state- 
ment for  the  record  so  we  can  get  on  with  the  business. 

Mr.  Peterson.  So  ordered. 

[The  prepared  statement  of  Mrs.  Thurman  follows:] 
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Thank  you  Mr.  Chairman.  I  have  a  few  brief  remarks.  First,  let  me 
take  this  opportunity  to  thank  you  for  holding  another  hearing  on  the 
effects  of  NAFTA  on  employment  in  the  United  States  and  Mexico.  As 
you  mentioned  Mr.  Chairman,  today's  hearing  deals  with  the  question 
of  productivity,  specifically  the  question  of  whether  or  not  Mexico's 
productivity  level  is  on  par  with  that  of  the  United  States. 

I  am  opposed  to  NAFTA  for  numerous  reasons.  I  too  have  heard  the 
NAFTA  and  free  trade  proponents  claim  that  this  agreement  will  benefit 
workers  on  both  sides  of  the  border.  We  are  told  that  the  Mexican 
worker  will  be  able  to  purchase  American  goods.  On  that  point,  I  have 
just  one  simple  question,  how?  Since  the  wage  scale  in  Mexico  is 
substantially  below  the  poverty  level  in  the  United  States,  how  is  the 
Mexican  laborer  going  to  be  able  to  purchase  our  goods  and  services? 
I  just  cannot  buy  various  economists'  arguments  that  when  productivity 
increases,  wages  will  increase.     Mexico  is  a  clear  example  to  the 
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contrary  and  I  certainly  do  not  believe  that  NAFTA  will  change  the 
situation. 

Mr.  Chairman,  over  the  past  few  weeks,  I  have  been  fortunate  enough 
to  participate  in  a  series  of  Special  Orders  on  the  Floor  dealing  with 
NAFTA.  During  a  recent  one,  Majority  Whip  Bonior  made  a  point  that 
I  think  bears  repeating.  He  was  reviewing  the  effects  of  the  free  trade 
agreement  between  the  nations  of  the  European  Community.  Mr. 
Bonior  stated  that  between  1989  and  1993,  the  nations  of  the  EC  will 
spend  almost  $100  billion  on  worker  retraining  and  economic 
development  programs  for  the  power  areas  of  Europe.  After  spending 
that  amount  of  money,  the  difference  in  wages  between  the  rich  and 
poor  nations  of  Europe,  Germany  and  Portugal,  is  still  less  than  half  as 
big  as  the  difference  between  the  U.S.  and  Mexico. 

If  NAFTA  is  approved,  how  much  will  we  have  to  spend  to  retrain  our 
workers  and  find  jobs  for  dislocated  workers?  $150  billion;  $200 
billion;  more?    The  costs  are  too  high!     If  NAFTA  wins,  both  the 
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United  States  and  Mexico  lose,  regardless  of  the  equality  in  productivity 
levels. 

Finally  Mr.  Chairman,  let  me  say  that  I  am  also  looking  forward  to 
hearing  from  today's  witnesses,  and  I  thank  them  for  being  here. 
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Mr.  Peterson.  Congressman  Flake. 

Mr.  Flake.  Thank  you,  Mr.  Chairman. 

Let  me  commend  you  again  for  being  vigilant  as  it  relates  to 
bringing  attention  to  the  issues  related  to  a  NAFTA  agpreement, 
and  to  deal  with,  I  think,  what  I  consider  to  be  very  poignant  and 
realistic  questions  as  it  relates  to  what  ultimately  happens,  not 
only  for  American  workers,  but  also  workers  in  Mexico. 

Even  as  our  corporate  leaders  salivate  at  the  possibility  of  being 
able  to  move  into  Mexico  and  be  able  to  participate  in  what  they 
consider  to  be  new  markets  that  they  believe  will  be  very  valuable 
and  be  very  profitable  for  them,  there  is  a  reality  that  we  must 
raise,  not  only  the  economic  questions,  but  also  serious  moral  ques- 
tions, which  I  think  you  are  doing  today  in  this  hearing  in  regard 
to  productivity,  and  in  regard  to  impact  of  this  agreement  as  it  re- 
lates to  all  workers. 

And  so  not  only  do  I  commend  you  but  I  encourage  you  to  con- 
tinue to  do  so,  because  I  think  it  is  important  and  imperative  that 
we  do  not  give  up  any  high  moral  ground  in  order  to  accommodate 
those  interests  who  desire  that  we  move  in  a  very  expeditious  fash- 
ion. I  think  it  is  better  that  we  take  the  appropriate  time,  do  it 
properly,  if  it  is  to  be  done  at  all,  and  in  reality  ultimately  be  able 
to  hold  our  heads  high  because  we  have  done  the  right  thing  for 
workers  both  on  the  Mexican  side  of  the  border  and  on  the  Mexican 
side.  Thank  you.  I  yield  back. 

Mr.  Peterson.  Thank  you.  We  appreciate  your  being  with  us 
this  morning. 

Mr.  McHuGH.  Mr.  Chgiirman,  forgive  me  for  interrupting,  but  I 
would  ask  that  the  hearing  record  will  be  held  open  so  that  all 
Members  may  submit  statements. 

Mr.  Peterson.  Without  objection. 

We  will  ask  Senora  Lujan  to  testify  first.  She  has  a  number  of 
meetings  that  she  is  taking  part  in  on  the  Hill,  so  to  accommodate 
her  schedule  we  are  going  to  put  her  on.  I  also  would  like  to  an- 
nounce that  she  is  going  to  be  available  to  meet  with  Members 
from  3  to  4  this  afternoon  in  the  Raybum  room  for  anyone  who 
would  like  to  visit  one-on-one  with  her;  she  will  be  available  for  1 
hour  to  meet  with  Members  this  afternoon. 

So  with  that  we  would  like  to  ask  Senora  Lujan  to  join  us  at  the 
witness  table.  As  I  said,  she  is  a  member  of  the  national  executive 
committee  of  the  independent  Mexican  labor  union  known  as  the 
Authentic  Workers  Front  or  FAT,  and  we  welcome  her  to  the  com- 
mittee. This  is  her  interpreter,  evidently.  We  welcome  you  as  well. 

It  is  a  custom  of  the  Government  Operations  Committee,  which 
holds  investigative  hearings,  to  swear  in  all  witnesses  so  that  we 
do  not  discriminate  against  any  of  them.  So,  Mrs.  Lujan,  do  you 
have  any  objection  to  being  sworn  in? 

Mrs.  Lujan.  No. 

[Witness  sworn.] 

Mr.  Peterson.  Welcome  to  the  subcommittee. 
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STATEMENT  OF  BERTHA  LUJAN,  MEMBER,  NATIONAL  EXECU- 
TIVE COMMITTEE,  AUTHENTIC  WORKERS  FRONT  [FAT],  MEX- 
ICO 

Mrs.  LuJAN.  Thank  you.  Good  morning.  I  am  sorry,  my  English 
is  so  bad,  so  I  need  a  translation.  Thank  you  very  much  for  this. 

I  think  that  this  is  a  very  opportune  hearing,  principally  because 
right  now  the  discussions  in  terms  of  the  environment  and  labor 
are  still  being  discussed,  and  we  can  still  have  input.  And  I  think 
that  the  discussion  of  productivity  and  wage  levels  has  a  direct 
bearing  on  the  parallel  agreements  which  are  being  discussed. 

There  is  a  permanent  demand  out  there,  both  in  the  United 
States  and  Mexico,  and  in  Canada,  that  the  labor  accord  must  in- 
clude a  chapter  on  wages  or  salaries,  an  accord  which  must  come 
up  with  some  kind  of  an  agreement  on  wage  parity  for  North 
America,  which  would  allow  us  to  move  toward  the  highest  wage 
levels  in  the  region. 

This  is  very  important  and  has  to  do  not  only  with  the  low  wage 
levels  in  Mexico,  but  also  with  the  process  of  recent  years  in  the 
United  States  and  Canada  of  falling  wage  levels.  And  the  free 
trade  agreement  could  bring  all  of  the  wage  levels  down  so  that  we 
could  be  all  falling  toward  the  lowest  levels  in  the  United  States 
and  Canada,  too.  And  in  Mexico,  indeed,  we  do  have  very  low  wage 
levels. 

But  this  possibility  of  falling  wage  levels  also  affects  the  workers 
here  in  the  United  States.  And  the  only  way  to  face  or  deal  with 
this  process  is  to  establish  in  these  parallel  accords  on  the  labor 
factor,  since  the  free  trade  agreement,  as  we  know,  has  not  done 
this,  assure  that  this  process  of  wage  parity  be  moving  upwards. 

And  we  do  know  that  the  possibility  of  rising  wages  is  directly 
linked  with  productivity.  But  productivity  also  has  to  do  with  the 
possibility  of  training  the  labor  force,  as  well  as  possibilities  of 
technological  advance;  and  thus,  the  possibility  of  Mexico  to  move 
forward  in  productivity,  go  through  the  possibility  of  increasing 
wages,  but  also  the  possibility  of  having  increased  labor  training 
programs,  and  access  to  new  technologies,  is  another  thing  that  is 
not  included  in  the  free  trade  agfreement. 

So  that  these,  too,  are  demands  which  have  been  presented  to  be 
included  in  that  agreement.  If  that  parallel  labor  accord  which  is 
being  considered  does  not  include  any  of  this,  we  will  have  ratified 
what  is  already  presented  in  the  agreement.  And  that  means  leav- 
ing the  whole  wage  question  aside,  leaving  the  whole  training  ques- 
tion aside,  and  also  the  whole  technological  factor. 

In  May  1992,  there  was  signed  in  Mexico  the  accord  on  raising 
productivity  and  improving  quality  of  products.  That  was  a  political 
accord  between  the  three  sectors;  government,  private  enterprise, 
and  official  trade  unions.  And  this  accord  had  been  promoted  main- 
ly by  the  executive  branch,  obviously  with  a  view  to  achieving  a 
ratincation  of  the  free  trade  agreement.  And  that  is  an  accord 
which  does  not  have  juridical  value.  And  it  reflects  some  particular 
needs  for  raising  productivity  in  Mexico. 

But  it  is  an  accord  like  so  many  others  that  we  have  in  Mexico, 
which  has  been  developed  as  a  top-down  matter,  without  a  social 
consensus,  not  even  from  the  sectors  which  signed  it.  And  so  it 
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could  remain  simply  an  accord  in  black  and  white,  but  it  has  no 
eflficacy  in  practice. 

But  nevertheless,  I  would  like  to  highlight  four  characteristics  in 
terms  of  the  content  of  this  accord,  because  in  terms  of  content  it 
is  rather  an  ideal  accord  which  does  reflect  some  real  issues  to  be 
dealt  with.  For  example,  the  accord  reflects  a  very  high  level  of  un- 
derstanding of  the  productivity  factor. 

It  says  that  to  be  productive  is  to  do  things  better  and  more — 
using  your  resources  more  rationally,  participating  more  actively  in 
technological  creativity,  but  especially  opening  it  up  to  a  gpreater 
participation  of  the  workers  in  the  question  of  productivity. 

And  within  the  accord,  of  fundamental  importance  to  tne  human 
factors  included,  it  says  that  the  work  force  is  a  valuable  resource 
which  must  be  cultivated  and  not  merely  something  to  be  bought 
and  sold  at  the  cheapest  cost. 

The  accord  also  speaks  of  the  necessary  participation  of  the  trade 
unions  in  the  productivity  question,  and  that  both  the  workers  and 
society  must  be  coparticipants  in  the  benefits  which  come  from  pro- 
ductivity. 

And  we  do  agree  with  all  of  these  concepts,  that  is,  a  good  accord 
on  productivity,  just  as  the  Federal  law  on  labor  in  Mexico  is  a 
good  one  generally,  or  some  of  the  norms  on  social  security.  The 
main  problem  is  that  the  social  and  political  structure  in  Mexico, 
concretely,  the  political  economy  implemented — or  the  economic 
policy  implemented  by  the  recent  regimes  in  Mexico,  makes  an  ac- 
cord totally  ineffective,  inoperative.  And  why  do  we  say  this? 

The  accord  says  that  we  must  connect  productivity  with  wages. 
Over  the  recent  years  in  Mexico,  we  have  lived  a  heterogeneous 
process  in  which  different  branches  of  the  manufacturing  industry 
have  passed  through  strong  crises.  But  there  are  other  industries 
which  have  grown.  And  within  that  growth  there  has  also  been  an 
increase  in  productivity. 

Nevertheless,  on  the  wage  question  the  norms  remain  the  same. 
There  has  been  no  relationship  between  the  increase  in  productiv- 
ity and  possibilities  for  a  rise  in  wages. 

Why?  Because  over  and  against  the  productivity  accord,  there  is 
a  pact  of  economic  stability  signed  by  the  very  same  sectors  that 
signed  the  productivity  accord,  and  perhaps  the  very  same  individ- 
uals who  have  been  developing  over  several  stages  top  wage  ceil- 
ings in  terms  of  salary. 

That  means  there  is  a  uniform  policy  in  terms  of  rise  in  wages, 
which  has  to  do  with  a  policy  in  search  of  bringing  in  foreign  in- 
vestment, offering  cheap  labor  force,  and,  it  is  said,  in  order  to  con- 
trol inflation.  So  this  keeps  the  wages  low  for  reasons  that  have 
nothing  to  do  with  productivity. 

So  that  if  we  would  have  the  same  salary  or  wage  possibilities 
in  every  industry,  at  the  service  industry,  that  would  mean  that 
there  is  no  possibility  of  connecting  productivity  with  wages.  And 
as  long  as  these  policies  remain  in  place  of  wage  control,  as  long 
as  the  cheap  labor  force  in  Mexico  continues  to  be  the  principal 
comparative  enticement  in  order  to  bring  in  foreign  investment 
there,  the  working  people  in  Mexico,  we  remain  condemned  to  re- 
ceiving low  wages  for  a  long  time  now,  with  or  without  the  free 
trade  agreement.  And  that  is  why  we  say  that  the  free  trade  agree- 
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ment  will  not  necessarily  bring  higher  productivity  nor  better 
wages  for  the  Mexican  working  people. 

In  the  document  which  we  have  brought  here  for  all  of  you,  there 
are  a  series  of  suggestions  and  proposals  which  we  have  oflTered  you 
from  the  independent  trade  union  movement  in  Mexico.  These  are 
proposals  in  tne  face  of  the  problem  of  productivity  and  wage  lev- 
els. And  I  am  not  going  to  present  them  for  you  aloud  because  we 
have  run  out  of  time. 

Thanks  a  lot  for  the  opportunity  to  come. 

Mr.  Peterson.  Thank  you  very  much,  Senora.  We  appreciate 
your  testimony. 

[The  prepared  statement  of  Mrs.  Lujan  follows:] 
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I.   The  National  Accord  for  the  Enhancement  of  Productivity 
and  of  Quality 

On  May  25,  1992,  the  "Accord  for  the  Enhancement  of  Productivity 
and  of  Quality"  was  signed  in  Mexico  City  by  representatives  of  the 
federal  government,  business  and  official  unions,  after  a  two-year 
negotiating  period. 

This  is  a  top-down  accord,  imposed  upon  the  workers  by  the 
President  through  the  Department  of  Labor  of  the  Government  of 
Mexico.  It  was  signed  to  pave  the  way  for  the  proposed  North 
American  Free  Trade  Agreement  (NAFTA) . 

The  main  characteristic  of  this  Accord  was  that  the  vast  majority 
of  workers,  and  even  business,  only  learned  of  it  the  very  moment 
it  was  signed,  as  a  fait  accompli.  As  it  is  often  the  case  in 
Mexico,  only  a  very  limited  number  of  people  participated  in  the 
process  and  in  the  signing  of  this  Accord. 

We  present  below  our  point  of  view  on  this  Accord,  analylzing  both 
its  content  and  its  feasibility. 

In  relation  to  its  content,  it  must  be  said  that  it  incorporates 
very  advanced  concepts  in  its  general  framework.  Taking  certain 
basic  points  and  general  guidelines  as  a  point  of  departure,  it 
boils  down  to  the  commitment  by  each  corporation  or  employer  to 
implement  and  enforce  the  specific  programs  agreed  upon  by  labor, 
business  and  government. 

From  our  point  of  view,  there  are  four  salient  features  of  this 
Accord: 

a)  The  concept  of  productivity,  defined  as  "doing  more  and  doing 
it  better";  a  more  rational  use  of  available  resources,  actively 
participating  in  innovations  and  technological  change.  It  also 
emphasizes  the  need  to  open  up  avenues  for  "a  more  active  and 
creative  participation  of  the  workers  in  economic  activity  and  in 
the  benefits  generated  by  this  activity". 

b)  The  emphasis  on  human  resources,  which  demands  "a  replacement 
of  the  narrow  notion  that  manpower  is  a  cost  in  production  that 
must  be  minimized,  for  a  new  approach  that  considers  human 
resources  as  a  precious  element  that  must  be  duly  valued". 

c)  The  participation  of  workers  and  of  their  organizations.  An 
approach  is  proposed  that  "would  look  at  labor  unions  as  valid 
interlocutors  in  the  development  of  an  organization".  The  will  is 
expressed  to  "favor  a  constant  flow  of  information  from  the  top 
management  levels  to  the  employees  at  the  bottom. . .  as  well  as 
stimulating  feedback  from  the  rank  and  file  to  management". 

d)  The  explicit  commitment  to  properly  compensate  the  workers  and 
society  for  increases  in  productivity. 
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The  spirit  and  text  of  this  accord  are,  no  doubt,  positive. 
However,  if  we  look  at  reality  as  it  is  lived  by  the  Mexican 
workers,  we  would  be  very  wrong  to  be  pleased  only  with  these 
general  principles.  The  accord  served  the  government's  purpose  to 
look  good  outside  the  country,  but  given  the  prevailing  political 
and  social  conditions  in  Mexico,  there  is  only  a  scant  possibility 
that  the  spirit  of  this  accord  could  go  into  effect. 

II.   The  Accord  for  Product ivitv  VS.   Reality  in  Mexico 

1.  In  the  first  place,  the  fact  that  this  is  an  elite  Accord 
severly  hinders  the  likelihood  of  its  implementation.  The  Pact  for 
Stability  and  Economic  Growth  (El""Pacto")  is  also  an  elite  accord, 
but  it  has  been  enforced  by  the  government  through  many  ways.  The 
situation  is  quite  different  when  it  comes  to  implementation  of  the 
Accord  for  Productivity.  In  this  case,  it  is  essential  that  the 
different  sectors  be  convinced  of  its  relevance  and  that  they  be 
willing  to  implement  it. 

2.  Secondly,  the  Accord  in  and  by  itself  has  no  legal  value.  It  is 
a  document  signed  in  good  faith  that  calls  for  the  goodwill  of  all 
the  parties  involved. 

3.  The  Accord  is  in  sharp  contrast  with  the  reality  it  is  supposed 
to  address.  The  everyday  climate  for  labor  in  Mexico  is 
characterized  by  a  tight  economic  and  political  control,  rather 
than  one  of  productive  collaboration. 

The  absence  of  freedom  to  organize  for  trade  unions,  and  the 
everyday  obstacles  for  workers  to  elect  their  leadership  according 
to  their  interests  simply  impede  the  existence  of  channels  for 
expression  and  participation. 

Workers'  participation  is  usually  not  a  characteristic  of  a  given 
workplace  in  Mexico.  In  general  terms,  business  promotes  the 
subordination  of  unions.  Corporations  like  to  deal  with  docile 
unions  from  the  outset  of  the  bargaining  process  leading  to  a 
collective  convention.  Some  time  down  the  road,  they  will  say  that 
unions  in  Mexico  have  a  very  backward  labor  culture,  but  here  the 
corporations  are  only  pointing  out  at  a  problem  they  have  fostered 
themselves  for  years. 

In  recent  years,  a  traditional  concept  of  productivity  has  been  put 
into  practice  in  Mexico.  Businessmen,  in  general,  have  understood 
productivity  as  "doing  more  with  less";  i.e.,  reducing  the  cost  of 
manpower  through  such  means  as  the  increase  of  the  workload, 
layoffs,  a  reorganization  of  the  working  process,  the  increased  use 
of  technology,  etc. 

The  workers  still  do  not  have  a  say  when  it  comes  to  restructuring 
production,  since  these  decisions  are  singlehandedly  taken  by 
management.  Moreover,  further  flexibility  of  the  labor  market  is 
achieved  through  the  elimination  of  certain  clauses  in  the 
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collective  convention  which  protect  the  rights  of  workers. 

III.  Productivity  and  wages 

Using  all  the  abovementioned  methods,  productivity  in  Mexico  has 
increased  especially  in  those  sectors  of  economic  activity  that 
have  managed  to  grow  despite  the  crisis;  namely,  food,  beverages 
and  tobacco;  chemicals;  oil  derivates;  rubber  and  plastics;  basic 
metal  industries;  metallic  products;  machinery  and  equipment,  etc. 

However,  this  increase  in  productivity  has  not  been  accompanied  by 
an  increase  in  real  wage  levels.  The  government  continues  to 
advocate  wage  suppression  as  a  deliberate  policy  that  is  enforced 
regardless  of  the  level  of  inflation. 

The  official  discourse  is  intended  to  create  expectations  that  real 
wages  will  rise  pari  passu  with  an  increase  in  economic  growth  and 
of  productivity.  In  Mexico,  in  recent  years,  there  has  been 
economic  growth  and  a  significant  increase  in  productivity,  but 
wages  continue  to  fall.  This  is  illustrated  by  Graph  1  at  the  end 
of  this  text. 

Economic  growth  in  the  different  sectors  of  the  economy  has  been 
quite  uneven.  As  it  stems  from  Chart  1,  productivity  in  the 
manufacturing  industry  is  increasing,  but  wages  are  lagging  behind 
and  they  continue  to  fall. 

There  is  a  simple  explanation  for  this:  wages  in  Mexico  are  a 
dependent  variable,  subordinated  to  the  aims  of  boosting  exports, 
attracting  foreign  investment,  and  holding  down  inflation.  That  is 
why  we  believe  NAFTA  will  only  compound  this  trend.  However,  the 
decline  in  wages  must  be  halted  if  the  middle  class  in  Mexico  is 
to  afford  imports  from  the  U.S. 

It  is  not  true  that  NAFTA  will  bring,  by  definition,  an  increase 
in  the  income  level  of  the  majority  of  Mexicans.  This  thesis  only 
serves  the  interest  of  the  propaganda  of  the  Mexican  government  and 
does  not  resist  a  comparison  to  reality. 

IV.  Productivity  and  wages  under  NAFTA 

Independent  trade  unions  in  Mexico  have  put  forward  the  following 
demands  to  be  included  in  the  supplemental  agreement  on  labor, 
currently  being  negotiated  by  the  governments  of  Mexico,  Canada  and 
the  U.S.: 

1.  Participation  of  workers  in  the  restructuring  of  the  production 
process; 

2.  Increases  in  productivity  must  not  give  way  to  an 
overexploitation  of  the  workforce;  instead,  they  should  be  an 
essential  ingredient  in  an  overall  process  of  improvement  of 
working  conditions; 
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3.  Benefits  from  increased  productivity  should  also  accrue  to  the 
workers,  not  only  to  management; 

4.  Workers'  training  programmes  should  be  included  in  all  programs 
to  increase  productivity; 

5.  The  new  performance  schemes  should  not  harm  the  workers' 
physical  and  mental  integrity; 

6.  Social  and  structural  conditions  should  be  generated  so  that 
increases  in  productivity  allow  for  a  more  rational  development  of 
society  as  a  whole.  This  kind  of  development  should  have  as  its 
main  characteristics  freedom  of  organization,  democracy  and  the 
advancement  of  the  communities. 

Meager  salaries  as  those  paid  to  Mexican  workers  are  hardly  an 
stimulus  to  increase  productivity.  The  daily  agony  to  survive 
forces  the  workers  to  have  several  jobs  simultaneously,  to  work 
overtime  on  a  permanent  basis,  or  to  put  aside  training  forever. 

Low  salaries  and  organizational  subordination  are  structural 
impediments  for  further  increases  in  productivity.  The  Mexican 
workers  are  committed  to  increase  productivity,  but  it  is  essential 
that  the  minimal  conditions  for  this  increase  be  met. 

Mexico  City,  D.F.,  August  1993. 
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GRAPH  l:   PRODUCTIVITY  AND  REAL  WAGES 


Source:  "La  politica  salarial  en  el  modelo  neoliberal  1976-1992". 
Alberto  Arroyo,  Universidad  Autonoma  Metropolitana,  Mexico  City. 
The  author  uses  official  figures  by  Banco  de  Mexico  and  Institute 
Nacional  de  Estadistica,  Geograf ia  e  Informatica  (INEGI) . 
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FRENTE  AUTENTICO 
DEL  TRABaJO 


FAT  OOOAHO  «  M.  QTf  VICTORtA,  C.P.  «J7»0.  UCWCO.  D.f,  TEU:  M  U  14/7».  bS>.  m  *2.  fAX  ^  M  !• 


PRODIICTIVIDAD    Y    SALARIOS    EN   MEXICO 


B«rtha  E.   LujSn 

?RF.NTE  AUTENTICO  DEL  TRABAJO, 

MEXICO. 


F.I.   AClEXliO   PaRA   la   ELEVACION  DE  LA   rRQPUCTIVIDAP  Y   LA  CaI.jOaP. 

El   25  de  mayo  rip   14Q?  s*  suifcrlbtS  «n  Mexico  el  dcnoml  n.-.di,  "Acuora  .   para 
la    ElevAclXii   de   la   Productlvtdari   y   la   Calldad**!    por   P'-i'te   J<:   loa  rvjiie' 
i;(>ntnnfp.<;   del    gobierno,    eDpreaarlos   y   olndlceliaiio   oficin't,    culmln^iidu   ~ 
nnf   un  largo   proceso  Iniclado  desde   1990. 

En  realidbd,  ae  trafa  de  un  acuerdo  cupular,  lapuesto  )^w>r  ..i  Rjecu.xvo  ~ 
a  travSn  de  la  Secretarla  de  Trobojo  y  PrevlslSo  Socio),  v..iiidu  co..  vlt>- 
tAs  a   la   firnia   del  Tratado  d«  Libre  Comerclo  do  Aniricu   dt.i   Norte. 

La  caracr.i«rT.<)r jca   escencial   que  prevalectS  en  la   di«i:i..xi(>.  uel  uieii.xonodo 
Acuerdo,    fii«!   1;*   npgnrlaclSn  ^e  ciipula,    en   la  que   la   iii.i.on:.  •  mayorl^  del 
.•)i>r.tnr  obrero  e   inr1u«o,   eopreenrlal,    s61o  ae  eater6  a  ,<.tr.-vr   de  k^jhos 
consumadns.      Como  es  frecuente  en  el    pala,   aftlo  r•rillCld^J9  ^.'upoa  f.eron  - 
Harnados  a   pi<rt1clpar   en  el  proceso,   o   Incluao  cd  la   fxcm^  del   Acvicidu, 

La   euscrlj>ciAn  dpi    Acuerdo  aln  eir.bargo,    h«ya  coao  hay.i  .'>luo,    ei'>t'rc..v6  a 
los  niexlcar.n.<«  a  dnn   refleilones  obligadaq:   una  en  rcl(»-.i6>.  a  au  co.i-eitido 
y  otra  snhrp   las  posibilldadea  da  convertir  aus   tSrniino&  ka  una  re-lldnd. 


En  relaci&n  n1  rnntpnldo  del  Acuprdo,  hay  <iue  declr  que  sc  lnte(irti.. 
cept.n.s  miiy  avanzados  en  au  estructurn  general.  Portlenjo  oe  clerta... 
nil.sa!^,  piinrnn  SSslcos,  Itneaa  de  acci6n  y  conaidcroclnn<>^.<i,  ae  lleg. 
plantenr  r.oinprnmliics  finalea  en  los  que  reaalta  el  Acuerdo  de  auac. 
dentro  dc  cadA  pinpresa  o  centre  da  trabajo  loa  progrbiMas  c.-^pectflc 
conclerten   los  sectores. 

A  nue.sLrn  Jiilrin,  hay  cuatro  elementos  qua  ••  dlatlni^ucn  vi>  el  Acu. 
cuyo  contenVdo  conipartimos: 

«)  El  concepto  da  productlvldad  que  se  reflert.  •  "hacer  iikl<;  y  niejc. 
cosas",  utilixAr  mSs  raclonalaente  los  recuraoa  dioporiiblcs,  parti. 
BJfl  nr.rl vAnipnte  en  la  Innovaclfin  y  avancaa  tecnoI6sico&,  >  "obrlr  . 
M  tndA  la  poblacl6n  trebajadora  para  nu  nSs  acclvn  j  creaiiva  port, 
•n  la  acclvidad  nconCnlca  y  an  Ina  frutoa  gsncradoe  po>-  ella".- 

b)  La  preemlnencla  que  otorga  a  loa  recuraoa  hua>Ano>i.  que  cxise  "•- 
znr  1a  vial6n  estrecha  qua  tlende  a  conaiderar  •  la  i>.^f>o  .14  obra  c. 
factor  de  costo  a  mlnlmlzar,  por  un  nuevo  anfoqua  que  cont.idere  a  . 
cursoa  huoiantin  como  un  elaaieato  valloMA  ^ue  requlere  amt  .:..ltivad<- 
danentw  ▼alorado*. 


con- 
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c)  La  partlclpnclCn  d*  lot  tr»beJ«dores  j  sua  ort'niznv  iu...fs.   S<  c-npro- 
ftiete  un  enfoque  quo  "conteopl*  a  laa  orginli^clooes  Ibtor^iea  coino  inter- 
loculora.s  vSlidas  en  •!  deMrrolIo  d*  la  orjanl««cl6i>".   H-/   »olunt^J  |)«  " 

fovoiecer  el  flujo  conctante  de  InformaclOn  dftade  los.  lol;.  bllos  ranges 
diroctivok  hsBta  loft  emplead«(a  do  mcnoe  nlvel...  y  •  r»ili..wlkr  le  .ctro" 
allaenUcion  dcsde  In  base  h49t«  los  pueatoa  dlracttvoa..." 

d)  El  contptodjlso  de  r.nmpartlr  con  el   trabajador  y  con  lo  tccleJoJ   .->fl   b*- 
n<>flcios  de  la  productivldad. 

Aa{,   el   acu<;rdo  »iiKcrlto  Indudablemente  ea  bueoo.   Sin  euibr..^o,   a  p-t'ttr 
de   Id  realidad  que  vivlmos  los   1 1  alujailorea  en  Heilco,   luoi   naridnio^   con 
regodearnoa  en  au  contenldo.'     El   acuerdo  aatlaflro  la   urgcte  nece-idad 
del   B"''''P''"o  de  dar  la  mejor  earn  al   exterior,   f  dai]t>s   las.  conJlci'  i>ea 
poHtlf^K  y  soeiale*  que  ^revalcccn  en  el   pa{a,  hajr   pocns  poslblll'.ades    . 
reales  de  que  (sto  se   InatruiMnte   an  la  realldad  cotloionu. 


ACUERDO  DE  PKODtlCTlVIDAD  VS.    KE.fLII)AD  POLITICO-SOCIAL 

1.  En  primer  lug;4r,   el  carfcter   cupular   del  Acuerdo  H.-itt  cvlJent.  ..ente   ~ 
mi«   poclbllidAdes  de  curapllnlento.   El  P^cto  para  la  EcCubi'.'i<)fci(l  y   ^i  Cre- 
clmlfnto  EconSoiico  (que  fija  los   topes  a  loa  auotmios  sblb.iales  hi.>  con 
nfln)   es  tamblen  un  Acuerdo     cCpula,   aln  ^szhAf^o,  late  sc  \.<.  hecho  ■  ^.npilr 
por  el  Estado  da  dietlntaa  luaneraa.   En  c.aterla  dv  prooucd  •idad,   n^  ea   lo 
Dism*t,   por   lo  que  reolmeiiie  loa   aectoiea  deben  catar  coiiv«'.,cldoa  y   silspues~ 
toa  0  hocer  fnctible  iste  Acuerdo. 

2.  En  segundo  lugar,  <>1    AcXietdo  en  si  oleao  no  tlene  vaI1<tox.  jurtd..:a.    Se 
trata  de  un  docu;nenlu  de  bueaa   fe  que  coavcca  a.  la  voluuta.i  de  loo   jecto"-     - 
reo. 

3.  El  Acuerdo  rnntrasta  con  una  realldad  nuy  lejana  a  dua  ;..-<;tcrial>  .<ic«.   ~ 
I^s   prSctlcaii  slndlcalea  an  KEilco  e.<)t£n  clfradaa  en  un  ei  .kiena  de   ^ontrol 
fiocial  y  poHtico,  hfis  qua  cb  un  coqucma  de  colaboraclSn  i>.->/Juctl«i.. 

La  ausencla  it<>  llbettad  alndlcal .  loa  cotldlanoa  Imped ii..ei.vv>;)  para  ^oe  los 
trabdjaJures  se  repreaenten  y  or&anicen  de  acuerdo  a  sua  i...vereae»  linpl~  ' 
den   la  ealstencla  de  ctiiialc«  de   expresiSn  y  pactlclpaci5ii. 

La   pronocl&n  de  la  partictpaclSn   r'^rera  no   auela  estcir   >.rt  ^<<ite  eii   ..u«a~  ' 
tro9  centroa  productlvoa.  En  general,   el  eupreaarlado  y<o«..<:v«  un  ^.^ndlca- 
1 1  tmn    ■;iinlt''n     t\r.r  nai  tin  An   »\    mlmtltxK..    i-   .>-   r*  vl>'«  «■•!•.  ic   n      .o>c»   u\.    iM    (ir~ 

niA  inlcial  del  Conlrato  Colectlvu  uutea  de  contfaCar  cobtjodorea,  /  se  - 
queja  a  la  «e<  del  atraso  en  la  cullora  laVornl  que  kl  n,l>..,o  ha  pr*.  ■■ovldo 
durante  fthoe.  '  '. 

En   los  OltiinoA  nRos,   se   pract.lt«    en  Neilco   precloaoentc   oii  ucitccptc    tra~ 
dlcional  de  productivldad.  El  enpTe»isrlu  «n  lo  (eneral,  hb  entendiu^  la 
productivldad  cosio  "el  hac«r  nSa  cun  eenoa",  eato  es,   I'educir  cl  c>.jCO  d* 
la  rar.o  d«t  otra  a  trav£a  de  ta  Intensif  icaclCn  del  traoiijo  \Ia  reaj^stes    t 
de  peraonal,  rcorganizacl6n  it  loa  pioceaoa  de  trabajo,   iicroduccl^.a  de  - 
nuevas  tecnologlas,  etc.    'SeBantiene  tambien  1|  unll«.terbiidad  ecj-resa- 
rlal  an  los  procesoa  de  reeatructuraclSn  productlvaj  »«  Uvonen  al-ceflirt* 
■fleilblea  •  partlr  da  la  reducci6n  dr  cliuaulaa  contr-accw  ie*  qua  ^.otegan 
derechoa  da  los  trabojadofa*.  i'     ■   '■' 
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PAO0UCTIVrD*0/»«L>...iO$  RCAliJ 


U  PRODUCTIVIDAD  T  LOS  SiLLAf>IOS. 

A  travfs  it   {9t09  nitodos.**  ha  eonseguldo  en  tWiico  elovdr  loa  nl.elea 
de  productivdad,  eobre  todo  en  aqudloa  sactoru  n  rai«js  .^nutuctu.  er«a 
que  hail  crecidu  a  peaar  dc  la  crisis;  produrtaa  kliiwotlc.os,  kisbiMsS  y  ' 
tabacoa,  austaiicies  quiulcaa,  derivados  d«l  pttr61eo.  cau:.no  y   plt.^tt- 
coa,  Induatriaa  iwcillcaa  b&alcas,  prodoctoa  Mtlllco3,  ■.:.<)uliiarl«  y  - 
aqulpo,  ate. 

Sin  eobargo.  esta  elevaclSn  dal  nlvel  de  produccividaa  eh   el  pala,  ..o  ha 
eldo  aconpenada  por  un  incraiMnto  en  al  nlrel  aalarlal.  'u>  catda  wjIs" 
rial  se  luntienc  cono  poKtlca  gubernancntal  no  ado  en  e«  conteito  de 
una  econoir.Ia  en  crleis,  con  beja  productivldad  a  inf)i.ci6..  boloponi..:.  ~ 
Bino  en  la  actualided,  en  coodlclones  dlaUnua. 

El  discurbO  oficlal  ct»»   la  •«peranea  de  que  lO0  salA>'AoS  ^ublrbn  c.i  ** 
tSrroinos  realea  con  el  creclnalento  da  la  econcmla  y  cl  li.jremento  Je  ~ 
la  prdtctivldad.   Diclias  condlciones  se  aatjo  mnpllei.ooi  /  »in  cftl -rgo  _ 
la  calda  snlarlal  contlnCa  aagCn 

Con  dcseaulHlrlfia  la  aceooala  oexltono  «3t8  crctlendo  y  c  ,uO  pufeflfc  <er- 
ea  en  la  trAfii.(j.  la  proJoctl»id»d  <)•  la  Industrie  skiiiufot  urcra  cr^.-e, 
pero  los  £alari03  del  aector  alguen  deterlorindoea, 

Eoto  ea  osl  porqup  la  polttica  oalarloX  en  Ktilco  se  tonciOtf  COnib  u..«  - 
Variable  dop»rdlentc  y  subordinada  al  otjetlvo  Ae  auiicutar  lu  compc^itl- 
\ldad  da  r.uestras  axpcrtaclobca.  al  de  otraer  lUTeralOi.  ex.ronjera  j 
controlar  la  Inflacifin.   Por  alio  crs^ooo  que  el  TrotbJv  tio  Litre  C^..ier- 
clo  fortal.cerS  Id  tendencla  a  la  c-Ida  salerial  en  lo  ^cr..-.al,  ovir.^ue 
en  contraparte,  la  neceeldod  de  crear  un  «ercado  cracl«iit»  «  loa  en^or- 
teclones  nortcaincrlcanaa  en  nueatro  pals,  deberta  llevnr  k  -u.i*ntar  «1 
poder  dd  corjpra  de  sectorts  nedlos  aeilcanoa.  Ea  falso  pu.-^,  coiao  ...or 
pagandlra  el  goblerno  Beilcan»i  que  el  Tratado  de  Libre  C«....«:fclo  tr^er* 
una  elavBClCn  necesarta  del  nl»el  de  Ingreaos  da  la  siyorl..  d*  la  pvlla- 
ci6n.  • 


LA  PROnUC-flVID«b  Y  LOS  SAI^WIOS  riiEKTE  AL  TLC 

Trat>aJador«a  nexlcanoa  nleabroa  del  sindlcollaoo,  IndeK^-dl-ii".  het-a 
preeentado  lea  alflul^nies  axl^enciati  central**  on  tf J^.,  ^•;.y-^  Mim  uo 
Productlvldod  J  Salarlos,  para  aer  IncluXdaa  cooo  port-o''it..,ovtant*  j«l 
Acuerdo  Paralalo  on  natorla  Laberal,  que  hOj  n«||oclau  los  ^uMernoa  4a 
la  Regi6n. 
Do  manera  rosunldai  cataa  cxitenclna  son:  ^^ 
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-  4  - 


1)  P«rtlcipacl6n  d*  Jos  t<jb«Jadorcs  en  loa  procascs  de  caal.o. 

2)  Que  la  productivldaH  forsa  p«rt»  d*  un  frocuo  d«  rociontHT^ciOn  ^.ite- 
Er«l    f  no  tesiiundi  elnplo^^nte  «  una  oobieeiplotaclCo  oe   i.«  fuersa  li- 
beral. 

3)  Qu»   loa   ksneficloa  otitantdo*  con  la  produetl»ldad  aeoo  cc..,-ofl.lJos   ^on    • 
loe  trabojsdorcs. 

4)  Que  se     Irtegren  a  Ion  piaaaa  d»  productivld*^  acusi  jjo  ow   ioru,oci> ..  pro- 
fesional, 

5)  Que  loa  nuevos  esQuenas  d«  i^scnf»ao  no  afectca  la  tncegr^Uisil  Ilslv<  )r 
CenCftl   de  los  trabajadorea. 

6)  Que   ae  ganeren  r.ondlcion«a  catructuralea   j  aoclales   fo/a  •ue   la   pr>-juc- 
tivldad  ffffiita   uii  deBsrrollo  integral  da  la  aociednd.   Co.  Jiclcnas   ;alaa 
coyio  lltercad  fle  organlrdclSn,   denocracta  j  beoeflcios  a  .-  comunis...d. 


Con   salarios   tsin    inonf lclent«s   cobo   c«    p'ga  a   loo   trottitdt  -cc    nicxic_>.03, 
no   ow    pcsiblo    Kuilar    dc   ijlS^&^aipromi»o   Aobrc   prvductlvIJaJ ,    /d    (]Ua  lo   ^n* 
jiishia  cotidlana   por  sobra>lvlr,    loe  obllgo  o  tener  vc.ilos   ju.pleos,    , 
buscar  trabajo  extra  o  a  dejar  la  capacitaclSn  como  un   lujv  nue  en  t^cos 
ODJwnrr.s   nn   S"?    puede   tcrer.      Bajos  ealarloa   y   aubordir.^^iSi.    orgoniiii-.  iva 
s.^n    inppdliantoc    cotruc  tur-l^o   Ant«   un    n>cceorio   cofuerc^  \.j   product .  vldad 
aoclal   qii*>   deberia   cociprcmietwf   a  la  socledad  en  "au  coiijuntt. 

Los  slpdifitos  ff.p>lcauos   eetanos  por   la   productTvidad,    pcri,   txiiimoi   .^ua 
se   iea   las   condiciones  rlnlma*  pora  i^ua    iato  saa  pocibtv. 


KSxlco,   D.F.,   agcsto  de  1993.- 
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WHAT  IS  THE  FAT? 


Tha  A;ithanttc  Front  of  L«bouc  (FAT)  !•  •  nktlon.l  Mexican 
esganlaatten  ei  wogckln^  m*n  and  woD\«n,  uait«d,  pl.<r»l  lat  Ic, 
denreccotlc  and  Independent.  fllnco  out  Eoundtnq  in  19(0,  w«' h*."* 
atzug9l«d  tor  Justlca,  ft««don  «nd  denoctaey.  x:>  ^  work«E-s 
ocganlzdtlon,  wc  hold  ouc  'omh  points  o£  vl«w,  lridti,.:ndent  v£ 
qovernreant,  •mployart  and  political  partial. 

FAT  ntcnibeca  ac«  Induatt  lalj  yvockara,  paasanta  and  .  (Wc,  wocK«.-', 
agricultural  and  Industr  lal'  cooperative  K.«abti»  and  n«L<^riborh^^d 
comn^unlty  activists.  We  aca  dedlcatod  to  htlpln>]  Ow.;  dlvCLj* 
memb«r*Mp  u«rk  t«gath«r  and  Xaazn  fzon  aach  othaz . 

The  FAT  3oc^  ices  Its  members  with  training  o..d  .  -jJucat  >  >n 
pcogramires,  research,  legal  and  technical  counsel.  v»«  ^..oviae  o-jt 
otfllloted  organizations  and  Individual  remberi  with  the  cc/ols  t).<y 
noad  to  fight  effectively  In  the  uarkplace  and  in  the  ccuunlty  co 
Improve  their  Uvea.  FAT  mcmbare  have  negotiated  so.u>  <.  i  th«  b..^b 
collective  ao'«<"^«r^t3  in  Mexico,  which  are  models  for  \^tt.<:c   unloi.a'. 

The  FAT  prior  Izes  training  progranunes  with  wot^cn  ^nlon  c.,d 
CO0p«rdtiv«  mainbera.  We  also  offer  our  sarvlces  to  r.«w  ^rganizl.-.^ 
dclvea  and  efforta  to  build  democratic  and  IndapendeiiC  u..lon3.  'i.^e' 
FAT  la  not  just  •  union,  ye' ace  also  a  social  Rovauent,  uCtive  ^n 
Che  workplace,  In  the  countryside  and  in  Che  nelghborhcvd . 

In  a  country  where  most  unions  and  po^ulac  organizations  ^re  linked 
to  tha  govairtrrant  and  the  ruling  polltioal  party,  cr.«  .aT  stai.JS 
out  as  an  Independent  labour  organltat  ion.  Yet,  che  r'AT  tal.  ^a 
cledr  positions  on  Issues  eCfectln^  working  people,  ar,_  works  .n 
the  political  urena  to  defend  workers'  Interests.  The  F>.i'  promotes 
an  active  style  oE  unionism,  with  the  goal  of  bulldit..:)  «.  socialist 
and  sal  £-n.«nag<>d  society.   | 

We  believe  that  it  Is  linport«nt  tei  our  goaltf  to  be  cetlectad  .n 
our  dally  pcactice.  we  a:e'  a  deinocraClc  organizacion  ti.at  relics 
on  the  active  participation  of  our  nembeis  .in  .11  areas  -jI 
decls  ion-icak  ln<]  ■  We  promote  unity  and  solidarity  ^mong  >.jr 
mamker  ship,  ir.  Hevican  aoclaty  In  ge.-.eral,  and  In  1  nr.^  rnat  loi.^l 
relatlena.  TY.t  FAT  la  a  founding  r>«nbar  ol  tha  H^xl^.n  Aotlvn 
Network  on  Kree  Trade  and  participates  on  its  BCe^ting  .louuiiittc*. 

Tho  FAT  has  offices  in  the  following  Mexican  states:  Yucat.^.., 
Nuevo  Lvon,  Guanajuato,  Horelos,  Chihuahua,  Coshull«,  DL^ango,  the 
6tate  of  Mexico/  Vcracrus,  end  tha  Fedesal  Dletclct.  Tha  IaT 
nacional  office  is  located  aCi 

Codard  Mo.  20  Telephone:   (S2i;i  S^^''0£42 

Colonia  Cuadalupe  Victoria  StJr937S 

C.P.  07750  S£v-»314 

HaXlCO,  D.y.,     KaXlCO  S&.-931C  (tr.^) 
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Mr.  Peterson.  We  have  a  vote,  I  see.  I  think  what  we  will  do 
here  is  try  to  get  in  a  few  minutes  of  questions  and  then  we  will 
have  to  recess  oriefly  for  a  vote,  and  then  we  will  come  back  and 
hear  the  next  panel  of  witnesses. 

Your  description  of  this  new  productivity  accord,  or  whatever  it 
is  called,  sounds  very  good,  but  it  sounds  too  good  to  be  true.  They 
have  had  another  agreement  called  "el  pacto"  that  has  been  in  op- 
eration longer,  is  that  not  true? 

Mrs.  LUJAN.  You  are  right. 

Mr.  Peterson.  And  would  you  describe  how  that  agreement  has 
been  enforced  and  how  it  keeps  wages  below  the  level  of  inflation? 
Can  you  explain  to  us  how  that  works? 

Mrs.  LuJAN.  That  wage  stability  pact  or  that  stabilitv  pact 
doesn't  have  legal  weight,  either.  It  is  an  accord  between  the  pri- 
vate enterprise  and  the  government. 

Mr.  Peterson.  And  this  new  deal  that  they  have  put  together  in 
1992  is  the  same  kind  of  thing,  it  sounds  good  but  there  is  no  teeth 
in  it  or  no  weight  of  enforcement? 

Mrs.  LuJAN.  Yes. 

Mr.  Peterson.  Could  you  describe  to  us  how  the  wages  and  liv- 
ing conditions  of  Mexican  workers  have  changed  since  the  economic 
collapse  of  1981? 

Mrs.  LuJAN.  The  wages  in  general,  they  say,  have  fallen  63  per- 
cent over  this  period.  They  say  that  the  wage  level  in  Mexico  now 
is  parallel  to  what  we  had  before  the  revolution.  The  government 
entities  are  dealing  with  some  statistics  that  are  considered  very 
inexact  and  very  questionable.  When  they  say  that  most  Mexican 
workers  do  not  obtain  the  lowest  minimum  wages,  in  other  words, 
given  an  idea  that  the  wages  are  in  general  above  the  minimum, 
that  the  industrial  wages  are  quite  a  bit  above  the  general  wage, 
and  that  it  therefore  is  less  of  a  loss  in  wages.  But  even  according 
to  government  statistics,  more  than  20  percent  of  those  who  are 
employed  earn  these  general  minimum  wages,  which  are  now  about 
$5  per  day  for  an  8-nour  workday.  And  the  industrial  wages  are 
no  higher  than  $10  per  day. 

Mr.  Peterson.  Thank  you. 

I  would  like  to,  without  objection,  put  into  the  record  a  recent  ar- 
ticle from  the  Sheybogan  Wisconsin  Press  comparing  the  workers 
making  $10.50  a  day  in  Monterrey,  Mexico,  with  ones  doing  an 
identical  job  for  the  same  company  in  Wisconsin  that  is  making 
$116  a  day. 

The  Mexican  worker  lives  with  his  mother,  according  to  this  arti- 
cle, has  no  car,  doesn't  eat  much  bread  because  it  costs  $1  a  loaf 
The  American  worker  has  a  car,  shops  at  the  grocery  store,  and 
pays  a  home  mortgage. 

[The  article  follows:! 
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Luis  Montoya, 
meet  Dick 
Klabechek 

Kohler  workers  in  Mexico, 
U.S.  face  separate  realities 


By  JOHN  FAIRBANKS 
OF  THE  PRESS  STAfF 

Luis  Montoya  Bad  Richard 
Klabechek  work  for  the  same 
company,  but  they  regard  each 
other  as  competitora. 

Montoya  (a  pseudonym,  be- 
cause he  feared  "problems"  if 
he  spoke  to  a  journalist)  and 
Klabechek  have  similar  jobs 
with  Kohler  Co.,  the  Sheboygan 
County-based  manufacturer  of 
bathroom  fixtures,  small  en- 
gines and  other  products. 

Montoya  works  in  the  Kohler 
maquilaoora  assembly  plant  in 
Juarez,  a  dusty  village  just  out- 
side Monterrey  in  east  central 
Mexico;  Klah«chek  works 
at>out  1,300  miles  loorts.  ui  the 
company's  home  factory  In 
Sheboygan  County. 

Maquiladoras  are  foreign- 
owned  plants  in  Mexico  that  as- 
semble products  for  export. 
For  decades,  outsiders  were 
not  allowed  to  own  factories  in 
Mexico.  The  federal  govern- 
ment created  the  maquiladora 
system  to  give  foreigners  an 
opportunity  to  invest  in  the 
country  and  to  provide  jobs  for 
workers  who  would  otherwise 
head  north  across  the  Rio 
Grande. 

Both  men  work  in  a  pottery, 
making  ceramic  bathroom  fix- 
tures. The  factories  are  hot, 
and  the  work  is  strenuous. 
Montoya  makes  32  pesos  a  day, 
about  $10.50,  depending  on  the 
exchange  rate,  which  works 
out  to  about  $1.25  an  hour. 
That* s  double  the  average  wage 
In  maquiladora  plants  around 
Monterrey.  In  Klabechek's  de- 
partment, the  base  wage  Is 
$7.90  an  hour,  but  with  Incea- 
tives,  the  average  pay  Is  about 
$14.50  an  hour,  or  $116  a  day. 
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Klabecheck  accepts  the  real 
ity  of  the  situation. 

You  can't  blame  Kohler  fo 


2nd  in  a  series 

Montoya  knows  his  wage  is  a 
good  one  for  the  Monterrey 
area,  and  be  gets  some  addi- 
tional benefits,  like  $9  a  week 
in  food  coupons.  Still,  he 
doesn't  enjoy  the  same  stan- 
dard of  living  as  Klabechek, 
whose  pay  is  well  above  the  av- 
erage $12.10  per  hour  wage  for 
Sheboygan  County.  Klabechek, 
for  example,  can  shop  in  a  gro- 
oery  store,  buy  a  car,  pay  a 
mortgage. 

Because  prices  for  groceries, 
cars  and  houses  in  Monterrey 
are  close  to  those  in  Sheboyg- 
an. Montoya  is  not  so  free.  A 
loaf  of  bread  costs  $1.  A  bottle 
of  Dos  Equls  beer  served  in  a 
restaurant  is  $2.  A  decent 
apartment  will  fetch  $400  a 
month.  A  new  Dodge  Shadow 

sedan  lisu  for  $16,000.  Mon- 
toya eats  cheaply,  lives  with 
his  mother,  and  rides  a  bus  to 
work. 

"It's  a  job,"  he  said.  "The 
company  pays  a  little  better 
than  the  others,  but  there's  no 
money  left  to  save." 

Montoya  said  he  reads  the 


ITS? "'/!,  ""  "  'r"'"  hav-inBtTbuuSTpLmTrMe" 
with  the  debate  over  the  pro-  ^o,"  he  said.  "We  Td  not  los. 

^VJSt  A^rlLZ^^^nL^^A  »">'  J""'  P"  »  "ore  In  Kohle'r 
Trade  Agreement.  Supporters  but  If  the  Mexican  plant  ha. 
say  It  wiU  uicrease  business.  „oi  been  buUt,  we  cSuld  hav. 

a"?'^'"?'.'!,"'.!'  w"  v^'.^.V  ""'I  300.  400,  500  Jobs  here  li 
Asked  what  he  Ounks  about  the  Wisconsin.  The  only  tWng  w, 
tTMty,  he  .miled  ruefully.  „„  j„  j,  ,„  ^  ^  * 

"I    would  be  very  good  if  bes,  product  possible  and  kee; 
hey'd  pay  me  the  ""•  money  „„  ,^„„j„j  ^j  Uvmg. 
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A  KShler  Co.  official  said  the  |,'e?,er  w  XmlriSi"""'  ■'""' 
wage  differences  were  a  factor  "^"""^  °^^  American, 

In  the  company's  decision  to  

build  Its  new  $42  million  maq-       —  by  john  Fairbanks 
ulladora  assembly  plant  in  Jua- 
rez, but  added  that  there  were 
more  Important  considerations. 

"There's  no  question  that 
(wage)  rales  are  lower  down 
there,"  said  Joseph  W.  Har- 
brecht,  president  or  the  compa- 
ny's Plumbing  and  Specialty 
Products,     North     America 

Sroup,  "but  that  wasn't  the 
river.  Mexico  Is  a  very  vi- 
brant market,  and  you  want  to 
be  near  your  customers." 

Labor  costs  were  less  of  a 
consideration  in  Juarez,  Har- 
brecht  said,  because  the  plant 
is  the  most  automated  of^  any 
Kohler  pottery-maMng  facility. 

Because  Kohler's  Juarez 
plant  la  a  maquiladora,  though, 
the  Mexican  government  al- 
lows the  company  to  sell  only 
2S  percent  of  its  production  in 
Mexico.  The  rest  must  be  ex- 
ported. Harbrecht  said 
Kohler's  plant  is  "a  launching 
pad"  for  future  global  competi- 
tion. 

"We're  not  competing  in 
Mexico  with  product  made 
from  that  plant,"  he  said,  "but 
we're  looking  to  enter  the  Mex- 
ican market  vrith  Kohler  prod- 
ucts mad*  in  the  US." 

Montoya,  who  has  worked  in 
factories  in  Mexico  and  the 
U.S.  for  20  years,  knows  he  and 
Klabechek  are,  in  a  sense,  ri- 
vals. You  don't  need  to  be  a  No- 
bel laureate  In  economics  to 
understand  that  wage  differ- 
ences between  Mexico  and  the 
United  States  are  a  draw  for 
American  companies. 

"It's  a  big  difference  (In  wag- 
es)," Montoya  sighed. 
"Factories  come  here  because 
the  government  gives  them  In- 
centives like  that.  The  people 
there  (in  Kohler,  Wl«.)  need 
jobs,  too,  but  I  think  honest 
commerce  Is  good." 
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Mr.  Peterson.  Mrs.  Lujan,  do  you  think  this  is  an  accurate  de- 
scription of  the  situation,  the  difference  between  the  Mexican  and 
United  States  workers'  situation? 

Mrs.  Lujan.  Your  information  is  correct  in  terms  of  the  pHght  of 
the  Mexican  worker. 

Mr.  Peterson.  Thank  you. 

Mr.  McHugh,  do  you  have  any  questions  for  the  witness? 

Mr.  McHuGH.  Well,  I  don't  laiow  that  we  have  a  lot  of  time,  Mr. 
Chairman. 

Mr.  Peterson.  We  have  maybe  5  minutes.  We  will  try  to 

Mr.  McHuGH.  First  of  all,  can  I  assure  Mrs.  Lujan  that  her  Eng- 
lish is  much  better  than  my  Spanish. 

Mrs.  Lujan,  in  your  written  submission,  under  section  3,  you  talk 
about,  "using  all  the  above  mentioned  methods,  productivity  in 
Mexico  has  increased." 

I  am  interested  in  the  statement  in  the  next  paragraph  where 
you  say,  'The  government  continues  to  advocate  wage  suppression 
as  a  deliberate  policy  that  is  enforced  regardless  of  the  level  of  in- 
flation." How  is  that  deliberate  policy  enforced,  and  what  are  the 
components  of  that  policy? 

Mrs.  Lujan.  It  has  to  do  with  the  question  of  legal  procedures, 
and  in  Mexico  there  is  a  tripartite  commission  which  sets  the  wage 
level's  limits  each  year.  And  this  commission  is  controlled  by  the 
executive  to  the  labor  secretary.  And  it  is  this  labor  secretary 
which,  according  to  the  parameters  set  by  the  executive,  sets  the 
raises,  the  increases,  year  by  year.  And  this  understanding  that 
this  increase  in  the  minimum  wage  levels  sets  the  tone  for  the  con- 
tracting, the  wage  contracts — so  that  means  that  all  of  the  in- 
creases, all  of  the  wage  increases  which  fit  into  the  collective  bar- 
gaining arrangement,  must  have  the  approval  of  the  labor  sec- 
retary. 

Those  agreements  between  companies  and  trade  unions  which 
would  set  any  wage  level  above  those  put  as  ceilings  would  not  be 
accepted  by  the  labor  secretary.  We  have  the  experience  of  revi- 
sions of  contracts,  contracts  being  reviewed,  in  which  the  increase 
in  wages  is  the  thing  that  is  going  to  be  reviewed  and  studied  by 
the  labor  secretary. 

And  another  part  of  the  rise  in  wages  is  going  to  have  to  be  dealt 
with  under  the  table.  This  year,  for  example,  several  companies 
suffered  fiscal  repression  because  they  had  given  wage  increases 
above  the  official  levels  set. 

Mr.  Peterson.  I  am  sorry? 

Mr.  McHuGH.  No,  I  understand. 

Mr.  Peterson.  We  thank  you  very  much,  Mrs.  Lujan,  for  being 
with  us.  We  will  excuse  you  now. 

The  subcommittee  will  be  in  recess  for  about  10  minutes.  Then 
we  will  call  our  next  panel  of  witnesses  when  we  get  back. 

[Recess  taken.] 

Mr,  Peterson.  The  subcommittee  will  be  back  in  session. 

Our  second  panel  of  witnesses  are  Harley  Shaiken,  professor  at 
the  University  of  California  at  San  Diego,  and  Alan  Reynolds,  sen- 
ior fellow  and  director  of  economic  research  at  the  Hudson  Insti- 
tute. 


34 

We  welcome  both  of  you  and  appreciate  you  taking  the  time  to 
be  with  us  today.  It  is  a  custom  in  the  Government  Operations 
Committee  to  swear  in  all  witnesses  so  that  we  don't  discriminate 
against  any  of  them. 

Do  either  of  you  have  an  objection  against  being  sworn  in. 

Mr.  Shaiken.  No. 

[Witnesses  sworn.] 

Mr.  Peterson.  Mr.  Shaiken,  we  will  begin  with  ^ou  and  then  we 
will  hear  from  Mr.  Reynolds  before  we  have  questions.  Both  of  you 
have  written  statements  which  we  will  make  a  part  of  the  record 
in  their  entirety.  You  can  feel  free  to  summarize  those  and  shorten 
them  up. 

We  are  also  going  to  ask  that  Mr.  Shaiken's  study  entitled 
"Myths  About  Mexican  Workers"  and  Mr,  Reynolds'  paper  prepared 
for  the  June  28,  1993,  NAFTA  summit  both  be  entered  into  the 
record,  without  objection. 

With  that,  we  again  welcome  you  to  the  committee  and  appre- 
ciate you  taking  the  time.  We  look  forward  to  hearing  your  testi- 
mony. 

STATEMENT  OF  HARLEY  SHAIKEN,  PROFESSOR,  UNIVERSITY 
OF  CALIFORNIA  AT  SAN  DIEGO 

Mr.  Shaiken.  Thank  you  very  much.  I  am  very  pleased  to  be 
here.  I  think  these  hearings  are  both  very  important  and  at  a  par- 
ticularly opportune  time.  Given  what  else  is  happening  in  Wash- 
ington this  week,  it  might  be  one  of  the  few  times  a  discussion  on 
NAFTA  seems  harmonious  by  comparison. 

What  I  would  like  to  do  is  talk  briefly  about  the  nature  of  Mexi- 
can manufacturing  and  the  relation  of  productivity  to  wages  in 
Mexico  and  the  impact  that  could  very  well  have  on  jobs,  commu- 
nities, and  the  industrial  base  in  the  United  States. 

I  would  like  to  do  that  by  discussing  three  myths  we  have  been 
repeating  so  often  we  often  think  they  are  true  by  force  of  repeti- 
tion, but  I  think  lead  to  a  highly  distorted,  if  not  dead  wrong,  per- 
ception of  what  is  taking  place  in  Mexico. 

The  three  myths  are:  First,  that  the  Mexican  export  sector  is  lim- 
ited to  low  productivity,  low  technical  operations,  that  is  there  is 
a  natural  fit  between  the  Mexican  and  United  States  economies. 
The  United  States  is  high  technical,  Mexico  is  low  technical.  They 
easily  fit  automatically. 

Myth  two,  low  wages  are  no  longer  important  in  high  tech  manu- 
facturing. Finally,  mvth  three,  that  world  class  wages  in  Mexico 
will  automatically  follow  in  the  wake  of  increasingly  world  class 
productivity. 

Just  the  opposite  is  the  way  in  the  Mexican  export  sector  today, 
particularly  the  most  advanced  plants  in  that  export  sector.  Here 
we  see  first-world  productivity  and  quality  which  is  combined  with 
artificially  depressed  Third  World  wages.  If  that  situation  persists, 
then  I  think  the  clear  and  immediate  impact  it  could  have  on  the 
U.S.  economy  would  be  widespread  and  extremely  harmful. 

First,  I  would  like  to  deal  with  myth  one,  that  Mexico's  export 
sector  is  limited  to  labor-intensive,  low  technical,  low  productivity 
operations.  What  is  frequently  quoted  in  this  regard  is  the  average 
productivity  of  Mexican  manufacturing.  Now  that  is  an  important 
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number,  but  it  tells  us  very  little  about  the  decision  any  firm  is 
going  to  make  about  moving  to  Mexico.  When  I  get  up  in  the  morn- 
ing, I  don't  look  for  the  average  weather  in  the  United  States  to 
determine  what  I  am  going  to  wear,  I  look  for  the  weather  in  the 
city  where  I  live,  what  I  am  likely  to  expect. 

I  think  here  one  has  to  look  for  not  the  average  productivity,  in- 
cluding 1920's  technology  in  small  shops  south  of  Mexico  City,  but 
what  the  productivity  is  likely  to  be  in  a  new  plant  in  the  north 
of  Mexico  because  that  is  the  basis  on  which  the  decision  will  be 
made. 

In  trying  to  evaluate  that,  I  would  like  to  briefly  discuss  the  ex- 
perience of  two  major  investments  in  the  1980's.  This  is  not  specu- 
lative about  what  could  happen.  It  is  what  has  already  happened. 

Both  of  these  plants,  an  auto  engine  plant  and  an  auto  assembly 
plant,  are  more  complex  in  terms  of  manufacturing  than  75  to  80 
percent  of  other  production  processes.  In  other  words,  if  you  can 
site  this  effectively  in  Mexico,  it  would  be  a  lot  easier  to  site  wash- 
ing machine  production,  et  cetera. 

The  first  example,  the  auto  engine  plant,  went  online  in  1982,  a 
$250  million  investment.  Within  2  years  of  operation,  it  had  85  per- 
cent of  the  machine  efficiency  of  a  U.S.  plant  making  an  identical 
engine  with  very  similar  technology. 

Within  8  years,  it  had  97  percent  of  the  machine  efficiency  of  the 
U.S.  plant.  This  machine  efficiency  is  by  far  the  most  important 
measure  in  a  capital-intensive  plant.  If  you  want  to  look  at  direct 
labor  productivity  in  the  Mexican  plant,  within  2  years,  engines  per 
person,  the  company's  principal  measure  was  93  percent  of  U.S. 
levels. 

The  starting  wage  in  that  plant  today  is  $1.89  an  hour  for  pro- 
duction workers.  The  average  production  worker  wage  is  a  little 
over  $2  an  hour.  The  quality  of  the  engines  in  the  last  year  of  pro- 
duction on  the  first  engine,  1991,  was  32  percent  higher  than  the 
identical  engine  made  in  the  United  States,  which  was  a  very  high 
quality  engine. 

The  second  example  is  an  automobile  assembly  and  stamping 
plant,  a  $500  million  investment  that  went  online  in  1986.  Within 
3  years  of  operation,  it  was  producing  the  second  highest  quality 
small  car  sold  in  the  United  States  regardless  of  where  the  vehicle 
was  manufactured,  significantly  higher  quality  than  many  far  bet- 
ter known  Japanese  name  plates  like  the  Nissan  Sentra  or  the 
Mazda  323. 

Thirty  percent  of  the  parts  of  this  car  by  value  were  Mexican  in 
the  initial  3  years.  The  most  recent  figure  of  a  Ford  Escort  and 
Mercury  Tracer  which  are  made  in  this  plant  show  that  of  46  as- 
sembly plants  in  North  America,  the  Hermosillo  assembly  plant  is 
virtually  tied  for  fifth  place  in  terms  of  quality. 

If  we  look  at  the  direct  labor  productivity,  measuring  it  by  the 
number  of  vehicles  per  person,  the  plant  has  a  productivity  of 
about  15  percent  lower  than  a  plant  making  the  identical  vehicle 
near  Detroit.  But,  in  fact,  even  that  is  misleading  because  the  De- 
troit plant  is  much  more  automated.  It  is  hard  to  justify  a  $125,000 
robot  when  you  are  paying  $2  an  hour  wage  cost  in  a  highly  pro- 
ductive plant  like  this. 
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These  two  plants,  both  combined  initial  investment  of  the  $750 
million,  are  now  going  through  major  expansions.  In  Hermosillo,  an 
additional  $300  million  expansion  has  been  completed,  and  in  the 
engine  plant,  a  $550  million  expansion. 

,The  key  issue?  With  their  kind  of  productivity  and  quality,  what 
do  you  need?  Do  you  need  a  ready  supply  of  skilled  workers?  No. 
Both  these  plants  hire  very  young  workers,  average  age  early  20's. 
One  hundred  percent  had  never  been  in  an  auto  factory  before. 
What  they  had  was  a  solid  basic  education,  largely  between  junior 
high  and  high  school,  and  then  they  were  provided  with  very  fine, 
extensive  training  because  training  costs  mirror  labor  costs.  Train- 
ing costs  are  also  one-seventh  or  one-eighth  of  what  United  States 
labor  costs  are,  which  in  fact  allow  far  more  extensive  training  in 
Mexico. 

It  is  this  combination  that  has  resulted  in  these  stellar  results. 
Not  just  in  these  two  plants,  but  across  the  Mexican  export  sector. 
The  Mexican  Government  predicts  that  engine  exports  will  double 
from  $1.2  billion  in  1991  to  $2.4  bilhon  in  1994. 

Other  projections  show  that  by  the  year  2000  Mexico  could  be  ex- 
porting 1  million  vehicles  a  year,  giving  it  a  total  vehicle  capacity 
about  the  size  of  Canada's  auto  industry  today.  So  these  are  hardly 
isolated  examples. 

This  brings  me  to  the  second  myth:  Low  wages  are  unimportant 
in  high  tech  manufacturing.  I  think  that  a  very  oft  repeated  state- 
ment was  uttered  or  at  least  popularized  by  Carla  Hills  who  said, 
"if  wages  were  the  only  factor,  many  developing  countries  would  be 
economic  superpowers." 

Of  course,  wages  are  not  the  only  factor.  There  are  a  lot  of  fac- 
tors. When  productivity  and  quality  are  as  high  as  the  two  exam- 
ples I  just  stated,  wages  can  be  decisive. 

I  would  like  to  go  through  a  quick  calculation  for  an  auto  assem- 
bly plant  to  show  the  order  of  magnitude  and  importance  that  low 
wages,  given  this  productivity,  might  have.  The  most  productive 
auto  assembly  plant  in  the  United  States  today  takes  20  hours  to 
assemble  a  car.  Assuming  the  Hermosillo  plant  is  about  20  percent 
less  productive,  it  would  take  24  hours  to  assemble  a  car  which  is 
actually  fairly  close  to  the  actual  numbers,  within  1  hour.  At  $40 
an  hour  total  compensation,  that  is  $800  assembly  cost  in  the  di- 
rect labor  for  a  vehicle  in  the  United  States.  At  $5  an  hour  total 
compensation,  that  is  double  the  hourly  wage  in  Mexico;  it  is  $120. 
You  are  talking  about  almost  a  $700  difference  for  direct  labor 
costs  and  final  assembly.  But  that  is  only  direct  labor. 

If  you  factor  in  the  difference  for  salaried  workers,  it  grows 
greater.  But  that  is  only  the  plant. 

If  you  look  at  the  supplier  chain,  which  would  obviously  be  at- 
tracted, you  would  be  replicating  that  labor  cost  throughout  the 
hours  to  manufacture  the  car.  We  are  looking  at  a  very  significant 
difference. 

There  are,  of  course,  countervailing  costs;  transportation  costs 
are  off^n  higher.  But  transportation  costs  would  be  significantly  af- 
fected by  the  current  proposed  North  American  Free  Trade  Agree- 
ment, liiey  will  be  lower.  And  as  suppliers  move  to  Mexico,  those 
transportation  costs  go  down  as  well. 
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This  brings  me  to  the  final  myth,  and  I  think  in  many  ways  the 
most  important:  That  world  class  wages  will  automatically  follow 
in  the  wake  of  world  class  productivity. 

Now,  economists  generally  argue  that  wages  reflect  productivity 
levels.  They  do,  in  introductory  economics  courses.  They  do  not 
very  often  m  the  real  world.  And  they  certainly  do  not  in  Mexico 
because  in  the  examples  I  just  gave,  two  auto  assembly  plants  with 
virtually  identical  productivity  and  quality,  workers  in  one  plant — 
United  States — have  a  compensation  of  $40  an  hour  and  the  work- 
ers in  the  other  plant — Mexico— has  a  compensation  of  $5  an  hour. 

Does  that  reflect  the  productivity  of  the  two  plants?  Obviously 
not.  If  you  were  thinking  about  making  an  investment,  would  that 
influence  your  choice?  Obviously  yes.  But  it  would  go  beyond  influ- 
encing the  choice.  It  would  also,  and  has,  exerted  a  chilling  effect 
on  wage  levels  in  the  United  States.  Simply  the  threat  of  moving 
to  Mexico  really  raises  the  spector  of  job  loss  in  an  economy  where 
jobs  have  proven  increasingly  difficult  to  find. 

What  is  the  relation  between  productivity  and  wage  levels  in 
Mexico  over  the  last  12  years?  If  we  set  1980  equal  to  100  and  we 
look  at  Mexican  productivity  in  real  pesos,  we  index  it  in  real 
pesos,  by  1992,  the  index  is  up  to  130.  If  we  do  the  same  with  real 
total  compensation  and  manufacturing,  wages  and  benefits,  the 
index  goes  from  100  in  1980  to  77  in  1992.  It  dipped  even  lower 
at  the  trough  of  Mexico's  worse  economic  collapse  in  history. 

But  today  the  average  manufacturing  worker  in  Mexico,  total 
compensation  is  simply  three-quarters  of  what  it  was  in  1980.  In 
fact,  that  may  understate  the  case.  If  we  look  at  direct  wages  for 
production  workers,  they  are  57  percent  in  the  first  2  months  of 
1993  of  what  they  were  in  1980. 

The  meaningful  comparison,  however,  this  comparison  shows 
that  Mexican  wages  have  been  depressed.  One  important  factor  in 
that  depression  is  the  lack  of  labor  rights,  a  highly  controlled  labor 
movement  and  government  policies  that  nave  sought  to  attract  in- 
vestment at  the  expense  of  wages  as  well  as  employer  collusion  in 
directly  setting  wages  in  many  major  export  sectors,  particularly 
the  maquiladoras. 

But  the  meaningful  number  for  United  States  investment  is  not 
real  wages  in  Mexico  but  what  United  States  firms  have  to  pay  for 
Mexican  wages  compared  to  their  other  choices.  In  1980,  Mexican 
compensation  and  manufacturing  was  22  percent  of  U.S.  levels.  In 
1992,  it  was  15  percent  of  U.S.  levels.  In  the  maquiladora  sector, 
in  1980,  Mexican  compensation  was  14  percent  of  U.S.  levels.  In 
1992,  it  was  10  percent  of  U.S.  levels. 

So  last  year  if  a  U.S.  manufacturing  company  wanted  to  make 
a  choice,  it  would  have  to  pay  over  $16  an  hour  compensation  in 
the  United  States,  $5  an  hour  compensation  in  Korea,  or  $2.35 
total  compensation  in  Mexico.  In  the  maquiladora  sector,  it  is  $1.65 
an  hour  total  compensation. 

The  net  result  of  where  this  goes  is  not  hard  to  figure  out.  It  ex- 
erts a  threat  to  jobs  and  it  exerts  an  even  greater  threat  to  wage 
levels  within  the  United  States  because  even  moving  a  single  plant 
in  a  given  industry  to  Mexico  can  produce  a  highly  chilling  effect. 

In  conclusion,  the  issue  is  not  whether  or  not  we  oug[ht  to  have 
economic  integration  with  Mexico.  We  have  economic  integration 
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with  Mexico.  That  will  continue.  Nor  is  the  issue  Mexican  develop- 
ment. Mexico  ought  to  develop,  and  many  of  these  prospects  are 
very  promising  for  the  future. 

The  issue  is  the  basis  on  which  that  integration  and  development 
takes  place.  If  we  simply  ignore  the  fact  that  Mexican  wages  are 
not  related  to  productivity  oecause  of  a  lack  of  labor  rights,  then 
we  are  talking  about  a  free  trade  agreement  that  accelerates  the 
process  without  paying  any  attention  to  the  basis  on  which  that 
process  rests. 

Wage  determination  in  Mexico  could  ultimately  become  a  power- 
ful factor  in  wage  determination  in  the  United  States,  so  the  real 
issue  is  ensuring  before  we  accelerate  economic  integration  that 
worker  rights  and  labor  rights  are  protected  in  both  countries  as 
a  foundation  for  prosperity  in  both  countries  and  to  allow  workers 
on  both  sides  of  the  border  to  share  in  what  they  produce. 

Thank  you. 

Mr.  Peterson.  Thank  you,  Mr.  Shaiken. 

[The  prepared  statement  of  Mr.  Shaiken  follows:] 
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Productivity  and  Wages  in  Hlgjh  Tech  Mexican  Manufacturing 

Harley  Shaiken 
University  of  California,  San  Diego 

A  great  deal  of  the  debate  over  tf»e  North  American  Free  Trade 

Agreement  (NAFTA)  is  based  on  a  fundamentally  flawed  understanding  of 

Mexico's  growing  export  sector  and  its  relation  to  wage  levels.  Jobs,  and  the 

manufacturing  base  in  the  United  States.  I  would  like  to  discuss  three  myths 

that  have  achieved  wide  ctirrency  in  large  p>arl  because  ihey  are  repealed  so 

often  with  so  little  real  exploration. 

•  Myth  1:  Mexico's  export  sector  is  limited  to  labor-intensive,  low-tech, 
and  low-productivity  operations. 

•  Myth  2:  Low  wages  are  no  longer  important  in  high-tech 
manufacturing. 

•  Myth  3:  World  class  wages  in  Mexico  will  automatically  follow  in 
the  wake  of  world  class  productivity. 

As  a  result  of  these  myths,  many  observers  have  argued  that  "a 
free-trade  agreement  with  Mexico  would  further  encourage  [a]  natural 
international  division  of  labor"  (Council  of  Economic  Advisors,  1991:2S3) 
laying  the  basis  for  an  automatic  wln-wln  sltuadon  in  which  "manufacturing 
competitiveness  encourages  productivity  •-  nd  higher  wages"  (ibid).  The 
reality  is  far  different  than  this  rosy  scenario  Indicates.  Mexican  export  plants 
in  industries  from  automobiles  to  consumer  electronics  have  matched  or 
exceeded  us  quality  and  productivity  levels,  an  achievement  that  should 
justifiably  make  Mexicans  proud.  First  world  productivity  and  quality, 
however,  have  been  combined  with  artificially  depressed  third  world  wages. 
This  combination  means  not  only  that  many  Mexicans  cannot  enjoy  the 
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fruite  of  their  labor  but  that  many  US  workers  may  face  a  powerful  threat  to 
their  own  Jobs  and  wage  levels.  At  risk  are  not  simply  $6  an  hour  Jobs  sewing 
blue  Jeans  but  $19  an  hour  jobs  machining  complex  parts. 

Myth  1:  Mexico's  export  sector  is  limited  to  labor-intensive,  low-tedv  and 
lovz-productivity  operations. 

Overall,  Mexican  labor  productivity  in  manufacturing  is  considerably 
lower  'ban  in  the  US.  This  broad  average,  however,  tells  us  little  about 
Mexico's  export  sector  and  its  potential  since  the  average  combines  antiquated 
mom-and-pop  machine  shop>s  for  Ihe  domestic  market  with  state-of-die-art 
color  television  a6sen\bly  plants  for  export.  Instead,  average  productivity  tells 
us  where  the  Mexican  manufacturing  base  has  been,  not  what  its  capability  is 
or  the  directions  in  which  it  might  be  developing.  Moreover,  firms  do  not 
site  production  facilities  based  on  the  average  productivity  of  an  economy  but 
rather  on  what  levels  of  efficiency  they  are  likely  to  obtain  in  the  types  of 
operations  they  are  setting  up. 

With  this  last  point  in  mind,  let's  consider  three  complex 
manufacturing  operations — not  becauae  they  are  typical  of  the  Mexican 
manufacturing  base — but  rather  because  they  indicate  what  that  base  is 
capable  of.  Much  of  manufacturing  would  present  considerably  fewer 
problems  in  terms  of  locating  in  Mexico  than  these  examples.   In  these 
examples,  three  sets  of  plants  In  the  US  and  Mexico  produce  Identical  or  very 
similar  products — automobile  engines,  finished  vehicles,  and  auto  parts. 
Although  in  the  same  industry,  the  manufacturing  processes  in  each  of  these 
plants  is  quite  different  and  represents  a  broad  range  of  production  technology 
and  experience  applicable  to  many  other  industries  as  welL   In  each  case,  the 
Mexican  plant  achieves  quality  and  productivity  either  higher  than  or 
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comparable  lo  the  US  plant.  In  ftome  cases,  quality  in  the  Mexican  plant 
exceeds  both  Japanese  and  US  levels. 

In  the  first  case,  I  compare  a  $250  million  auto  engine  plant  In  Mexico 
that  went  on  line  in  1982  to  a  plant  in  the  US  producing  the  same  engine, 
with  similar  technology.  The  average  age  of  the  Mexican  work  force  was  in 
their  early  twenties  and  100  percent  had  never  worked  in  an  auto  plant 
before.  Moreover,  the  plant  was  built  In  an  agricultural  and  administrative 
area  with  little  comparable  industry  to  either  draw  from  or  support  the  plant. 
In  the  key  area  of  machine  yield — a  measure  of  the  productivity  of  technology 
in  a  high  tech  plant — ^the  Mexican  plant  achieved  85  percent  of  US 
performance  in  less  than  2  years  and  97  percent  after  eight  years  in  the 
engine's  last  year  of  production.  The  Mexican  plant  actually  surpassed  the  US 
plant  on  some  complex  machining  lines  In  as  little  as  18  months  from 
start-up.  The  product  quality  of  the  Mexican  plant  was  even  more 
impressive.  It  siu-passed  the  American  plant  in  four  of  tl\e  six  years  for  which 
data  is  available  (1986-1991)  and  exceeded  US  quality  by  32  percent  In  the  last 
year  of  production.  Not  surprisingly  the  US  automaker  is  plowing  over  $500 
million  into  the  expansion  and  retooling  of  the  Mexican  plant . 

The  second  example  is  Ford's  $500  million  Hermosillo  Stamping  and 
Assembly  plant.  The  plant  brings  together  2/X)0  hourly  workers  and 
state-of-the-art  computerized  manufacturing  technology  to  stamp,  weld, 
paint,  and  assemble  165,000  Ford  Escorts  and  Mercury  Tracers  for  export  to  the 
US  and  Canada.  Three  years  after  the  plant  went  on  line,  the  Mercury  Tracer 
It  produced  was  the  second  highest  quality  small  car  sold  Jn  the  US  market, 
outdistancing  such  Japanese-assembled  standbys  as  the  Nissan  Sentra  and 
Toyota  Corolla.  The  plant  switched  over  to  assembling  a  more  complex  Ford 
Escort  after  a  $300  million  expansion  and  changeover  in  1990.  At  the  end  of 
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1992,  the  Mexican-assembled  Escort  had  higher  quality  than  9  out  of  8 
Japanese-owned  assembly  plants  In  the  US  and  was  virtually  tied  for  fifth 
place  out  of  46  assembly  plants  in  Worth  America.  In  fact,  the  quality  in  the 
Mexican  plant  was  8  percent  higher  than  a  plant  building  the  identical  vehicle 
in  the  US.  Labor  productivity — the  number  of  workers  required  to  assemble  a 
car — ranked  12  out  of  33  auto  assembly  plants  for  which  data  were  available 
in  North  America.  Tl\e  Mexican  plant  needed  about  15  percent  more  labor 
hours  by  this  measure  than  the  US  plant  building  the  same  vehicle,  a 
remarkably  low  number  since  the  Mexican  plant  uses  less  automation  and 
thereby  lowers  its  capital  costs. 

Finally,  consider  a  small  auto  parts  producer,  Breed  Technologies,  a 
manufacturer  of  complex  electronic  sensors  for  auto  airbags.  Afler  setting  up 
a  maquiladora  or  assembly  plant  In  the  late  19805,  the  president  commented 
that  "almost  Immediately,  we  had  higher  productivity  in  Mexico  than  we  had 
in  New  Jersey,"  adding  that  "I  also  won't  hesitate  to  build  any  new  plants  we 
might  need  for  products  which  have  signiflcant  labor  content." 

A:  ?  these  success  stories  Isolated  cases?  Not  by  a  long  shot.  While  not 
typical  of  Mexico's  industrial  base,  these  plants  represent  the  cutting-edge  of 
Mexico's  expanding  export  sector.  All  five  automakers  operating  in  Mexico — 
GM,  Ford,  Chrysler,  VW,  and  Nissan — built  or  expanded  export-oriented 
engine  plants  in  the  last  decade.  These  plants  exported  almost  1.3  million 
engines  in  1992,  making  Mexico  among  the  world's  largest  exporters  of  auto 
engines.  The  Mexican  government  predicts  that  engine  exports  will  double 
from  $1.2  billion  In  1991  to  $2.4  billion  aimually  by  1994.  Mexico's  auto 
exports — 250,000  cars  to  the  US  in  1992— could  rise  to  total  exports  of  almost 
one  million  passenger  cars  a  year  by  the  year  2,000,  the  vast  majority  to  the 
US.  Some  analysts  predict  that  Mexico  will  produce  2  million  vehicles 
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annuBlly  by  the  year  2,  0000,  a  production  value  greater  than  Canada's  in  1992. 
And,  these  results  are  replicated  In  consunter  electronics,  compuler»,  and  a 
variety  of  other  high  tech  industries  as  well. 

Lov^  wages  are  also  reflected  In  low  training  costs,  allowing  advanced 
manufacturing  plants  to  Invest  heavily  in  training.   A  growing  flow  of 
technical  and  engineering  school  graduates  provides  a  potential  core  for  a 
much  wider  diffusion  of  high  tech  production.  Mexico  had  over  340,000 
engineering  students  enrolled  in  1990,  almost  as  many  as  the  US,  and 
graduated  200,000  vocational  students  in  1989-90. 

Myth  2:  Low  wages  are  no  longer  important  in  high'tech  manufacturing. 

Many  analysts  are  fond  of  repeating  a  statement  popularized  by  former 
United  States  Trade  Representative  Carla  Hills  who  said  "if  wages  were  the 
only  factor,  many  developing  countries  would  be  econorruc  superpowerB." 
As  Alan  Reynolds  put  it  "if  wages  were  all  that  mattered,  regardless  of  the 
quality  of  human  capital,  then  all  the  best  factories  In  the  world  would  have 
relocated  to  Somalia,  Bangladesh  and  Haiti  many  decades  ago."  Wages,  of 
course,  are  never  the  only  factor  but  when  quality  is  high  and  productivity 
reaches  a  certain  threshold — certainly  the  case  on  both  counts  in  Mexico's 
export  sector — then  wages  can  be  decisive. 

Consider  the  case  of  the  automobile  industry.  The  most  advanced 
assembly  plant  in  the  US  requires  about  20  hours  to  assembly  a  car  while  the 
most  advanced  Mexican  plant  needs  about  24  hours.  Total  compensation — 
wages  and  benefits — at  the  Big  Three  averages  about  $40  an  hour  while  in 
Mexico  it  is  in  the  range  of  $5  an  hour.  This  means  that  the  direct  labor  cost 
in  the  US  for  assembling  a  car  is  $800  at  the  most  advanced  plant  while  In 
Mexico  it  Is  $120,  a  savings  of  $680  per  vehlde  on  direct  labor  alone.  If 
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comparable  cost  savings  on  two  or  tlxree  hundred  sfdarled  workers  In  an 
A»«embly  plant  are  factored  in  the  cost  savings  would  rise  even  more. 

The  auto  assembly  plant,  however,  is  only  the  final  point  of  the 
manufacturing  process.  As  component  plants  and  suppliers  move  to  Mexico, 
the  assembly  plant  savings  could  be  repealed  throughout  the  production 
chain.   Overall,  the  average  compensation  cost  in  the  motor  vehicles  arui 
equipment  sector  in  the  US  was  almost  eight  times  the  Mexican  average  In 
1991;  $24.21  in  the  US  compared  to  $3.33  in  Mexico,  offering  a  powerful 
incentive  to  relocate  production. 

What  about  other  expenses,  aside  from  labor  costs?  Many  of  these  are 
likely  to  be  less  in  Mexico  as  well.  "When  I  factor  in  other  non-labor  costs. — 
less  heat,  cheaper  land  and  cheaper  construction — there  is  no  question  that 
Mexico's  lower  labor  costs  are  decisive,"  John  Pearlman,  chairman  of  the 
Zenith  Electronic  Corporation  told  the  New  York  Times  earlier  this  year. 

An  area  where  costs  are  likely  to  be  higher  in  Mexico  is  transportation^ 
but  even  here  Mexico  may  prove  to  have  some  surprising  advantages.   In  an 
aulo  assembly  plant,  for  example,  shipping  costs  have  two  components: 
shipping  f>arts  to  the  plant  and  transporting  the  finished  car  to  the  dealer.  If 
the  supplier  base  remains  primarily  located  in  the  US  then  there  would  be  a 
transportation  premium  shipping  parts  to  Mexico  compared  to  a  US  plant 
The  supplier  base,  however,  is  likely  to  gravitate  to  Mexico  under  NAFTA 
which  would  reduce  these  costs  considerably.  Moreover,  a  plant  in  northern 
Mexico  would  have  a  signiflcant  transportation  cost  advantage  in  shipping  a 
car  to  Los  Angeles  (or  anywhere  in  the  huge  markets  of  California  and  Texas) 
compared  to  a  plant  in  Detroit 
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Myth  3:   Woild  class  wages  will  automatically  follow  in  die  wake  of  woild 
class  productivity. 

Economists  generally  argue  that  wages  reflect  productivity  levels. 
"Mexican  wages,  like  other  low  prices,  have  been  low  for  a  reason,"  according 
to  Alan  Reynolds,  "Mexican  productivity  is  low."   While  this  may  be 
indisputably  true  in  introductory  economics  classes,  the  issue  is  more 
complex  in  the  real  world  in  general  and  In  Mexico  in  particular.  Mexico's 
economic  collapse  in  the  1980s  followed  by  govemmenl  austerity  measures, 
state  strategies  to  attract  investment,  and  a  highly  controlled  labor  movement 
have  served  to  depress  wages  far  below  their  traditional  levels.  Moreover, 
these  conditions  have  dragged  down  wages  in  \he  liighly  productive  export 
sector  far  below  what  workers  might  otherwise  be  able  to  achieve  in  this  area. 
According  to  Business  Week  the  current  government  is  continuing  many  of 
these  policies:  "to  smother  inflation  and  preserve  Mexico's  huge  labor  cost 
gap  with  US  and  other  producers,  Salinas  fixes  salaries  through  a  complex 
business-labor  agreement  thaf  s  kiYow  as  e!  paclo." 

Mexico's  highly  controlled  "official"  labor  federation  Confederacidn  de 
TrahajadoTds  de  Mixico  (CTM),  has  served  more  to  implement  government 
policies  than  as  an  independent  advocate  for  workers  throughout  the 
tun\ultuous  eighties  and  into  the  nineties.    Moreover,  most  workers  are  left 
with  few  alternatives  to  this  situation,  given  the  state-dominated  labor 
relations  system  combined  with  truncated  labor  rights  in  practice. 

While  Itviependent  worker  organizations  are  often  stifled,  employers 
often  have  unprecedented  ability  to  control  wages  in  key  sectors.  In 
maquiladora  centers,  for  example,  firm  representatives  meet  regularly  to  set 
compensation  ranges.  Rather  than  letting  wages  rise  to  combat  tiu-nover — 
the  way  an  open  labor  market  would  theoretically  operate — these  associations 


47 


flx  wages  And  let  turnover  fall  wherv  It  may.  In  addition,  mAquUadoras  often 
refuse  to  tolerate  even  government-dominated  labor  organizations. 
"Americans  looking  for  a  preview  of  North  American  free  trade  look  first  to 
the  border,"  Business  Week  tells  us  "where  they  see  Industries  that  prevent 
their  low-wage  workers  from  organizing,  while  Mexico  City  looks  the  other 
way." 

The  results  of  economic  trauma,  government  policies,  and  constricted 
labor  rights  has  been  a  downward  pressure  on  wages  despite  gains  in 
productivity.   Preliminary  estimates  show  a  rise  in  Mexican  labor 
productivity  in  manufacturing  to  130  in  1992  from  a  base  of  100  in  1980. 
Despite  these  gains,  Mexican  real  compensation  in  1992  was  little  more  than 
3/4  of  what  it  had  been  in  1980.  (Real  compensation  rose  to  108  in  1982, 
plunged  to  64  in  1988,  and  has  climbed  to  77  in  1992.) 
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Figuiel 

Productivity  and  Real  Houdy  Worker  Compensation 

Mexican  Manufacturing  1979*1992 
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The  gap  In  hourly  compensation  costs  in  nuinufacturing  between 
Mexico  and  the  US  has  widened  considerably  since  1980.  Mexican 
compensation  was  22  percent  of  US  levels  in  1980,  nose-dived  to  7  percent  in 
1987,  and  was  only  15  percent  of  US  levels  in  1992.  In  the  rapidly  growing 
maquiladora  industry,  total  compensation  was  14  percent  of  US  levels  in  1980 
(in  dollars)  and  10  percent  in  1992,  despite  an  explosive  growth  in 
employment  in  the  maquiladoras  from  120,000  to  500,000  workers  during  this 
period.  In  contrast,  the  comparative  wages  of  Asian  Newly  Industrializing 
economies  rose  from  12  percent  to  30  percent  of  US  levels. 


Figure! 

Mexican  Hourly  Compensation  Costs  in  Manufacturing 

as  a  Petceritage  of  United  States  Costs 

1975-1992 
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Wages  in  the  cutting-edge  export  plants  are  pulled  down  by  tlie  same 
forces  depressing  Mexican  nuinufacturing  wages  in  general.  Consider  two 
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auto  assembly  plants,  both  producing  for  the  US  market  If  productivity  and 
quality  are  comparable/  yet  total  compensation  in  the  US  is  8  or  10  times 
Mexican  levels,  are  we  to  assume  thai  this  will  have  no  impact  on  where 
future  investment  takes  place  or  on  wage  levels  in  the  US? 

Mexican  real  wages  in  manufacturmg  began  rising  in  1988,  dipped  in 
1989,  and  have  risen  since  1990  and,  some  analysts  argue,  could  continue  to 
rise.  Banco  de  Mexico  data,  for  example,  sivow  0\&i  real  compensadon  rose  by 
15  percent  between  1990  and  1992  while  productivity  rose  by  12  percent  This 
upward  movement,  however,  is  tempered  by  two  factors.  First,  the  drop  was 
so  steep  in  the  1980s  that  considerable  ground  must  be  covered  just  to  get  up 
to  1980  levels.  Second,  the  institutional  factors  that  decoupled  wages  and 
productivity  in  the  first  place  remain  in  place  and  could  slow  or  reverse 
future  wage  gains.   As  the  American  and  Mexican  economies  become  more 
interdependent,  artificially  depressed  Mexican  wage  levels  could  exert  a 
strong  downward  pressure  on  wages  in  the  US,  given  Mexican  productivity 
in  the  export  sector  and  the  size  of  the  current  wage  gap. 

The  movement  of  even  a  limited  number  of  plants  to  Mexico  could 
press  down  on  woge  levels  over  far  broader  econooUc  sectors  through  a 
powerful  dcmonsiralion  effect.  A  single  plant  that  moves  to  Mexico  in  a 
given  firm  or  industry  would  have  a  drilling  effect  on  wages  and  working 
conditions  in  the  plants  that  arc  not  moved,  exerting  downward  pressure 
through  example. 

A  1992  Wall  Street  Journal  poll  underscored  this  point  One-quarter  of 
almost  500  corporate  executives  polled  admitted  that  they  arc  either  "very 
likel/'  or  "somewhat  likely"  to  use  the  treaty  as  a  bargaining  chip  to  hold 
down  wages,  and  about  40  percent  indicated  that  they  ml^t  move  at  least 
some  production  to  Mexico  within  the  next  several  years.  An  Office  of 
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Tedmology  Assessment  report  also  concludes  that  "a  NAFTA  could  reinforce 
U.S.  employers'  efforts  to  compete  using  low>wag«  rather  than  high-wage 
strategies,  increasing  direct  competition  with  Mexico  and  other  developing 
countries  on  the  basis  of  wage  levels." 

Conclusion 

At  issue  in  the  current  debate  over  NAFTA  is  not  economic 
integration  v/ith  Mexico — that  already  exists  and  will  continue  to  expand — 
but  the  basis  on  which  an  accelerated  integration  should  take  place.  Mexico 
has  demonstrated  in  a  broad  variety  of  industries  and  manufacturing 
processes  an  important  high  tech  manufacturing  capability.  At  the  same 
time,  powerful  institutional  pressiues — government  policies  and  a  lack  of 
labor  rights  among  them — have  weakened  the  link  between  rising 
productivity  and  wages.  The  danger  is  that  a  high  skill,  high  wage  strategy  In 
the  US  could  be  undercut  by  the  availability  of  high  skill,  low  wage  strategy  in 
Mexico. 

The  economic  integration  now  being  put  forward  rests  on  over  a 
decade  of  major  institutional  change  in  Mexico  concerning  the  structure  of 
Mexican  markets  and  expanding  investor  lights.  While  NAFTA  negotiations 
were  under  way  during  these  last  several  years,  these  investment  guarantees 
have  been  expanded.  The  purpose  of  these  unilateral  and  negotiated  changes 
in  Mexico  were  not  simply  to  lower  trade  barriers  but  to  guarantee 
investment  and  to  harmonize  standards  in  these  areas.   UiUess  a  similar 
process  takes  place  to  Insure  more  uniform  labor  standards,  tf\en  wage  levels 
and  working  conditions,  like  water,  will  flow  dowr\hiIL   The  result  would  be 
growling  polarization  both  in  Mexico  and  the  United  States  rather  than 
realizing  the  promise  a  more  balanced  economic  Integration  could  achieve. 
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Myths  About  Mexican  Workers 


*A  free-trade  agreement  with  Mexico  would  further 
encourage  [a]  natural  international  dMSion  of 
labor... .This  gain  in  manufacturing  competitiveness 
encouages  productivity  and  higher  wages.' 

— Ecorwmic  Report  of  the  Presidert,  1991 

The  U.S.  will  lose  some  jobs  bu  they  are  mostly 
jobs  that  require  IrWe  or  no  skill.' 

— Orusilla  Biottn.  Tufts  University  economist 


June  29,  1 993 
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MYTHS  ABOUT  MEXICAN  WORKERS 


Introduction 

Much  of  the  debate  concerning  the  North 
American  Free  Trade  Agreement  (hJAFTA)  is 
based  on  an  outdated  vision  of  the  Mexican 
economy.  This  vision  portrays  Mexico  as  an 
industrial  backwater,  a  place  in  which  exports 
are  constrained  by  low-technology  manufac-  ~ 
turing  and  low  levels  of  worker  productivity. 

This  view  of  Mexkx),  rooted  in  the  past,  is 
simply  not  consistent  with  what  is  taking  place 
at  a  new  generation  of  productk>n  sites  across 
the  country.  Moreover,  it  leads  to  a  distorted 
perception  of  the  near  term  devetopment  of 
the  Mexican  ecorx>my  and  the  potential  im- 
pact of  proposed  changes  in  the  trade  laws 
and  the  trading  relationship. 

Mexico  is  demonstrating  an  ability  to  match 
or  in  some  instances  even  surpass  first  worid 
standards  for  quality  and  manufacturing  effi- 
cierKy.  This  accomplishment,  combined  with 
the  fact  that  facilities  wtiich  produce  these 
products  continue  to  pay  third  worid  wages, 
has  serious  implications  for  jobs,  wage  levels, 
and  the  manufacturing  base  in  the  United 
States. 

As  a  result  of  outdated  assumptbns,  how- 
ever, many  observers  argue  that  Mexican 
manufacturing  forms  part  of  a  'natural  inter- 
natkxial  divisk>n  of  labor*  (Councfl  of  Eco- 
nomic Advisors,  1 991 :  253)  in  whk^  the  U.S. 
corKentrates  on  high  tech  output,  Mexico  on 
low  tech  productioa  The  low  tech  jobs  that 
migrate  from  the  U.S.  to  Mexico,  in  this  view, 
will  make  \he  high  tech  jobs  that  remain  more 


competitive.  Any  economic  damage  that 
results  will  be  limited  to  jobs  at  the  low  end  of 
the  ladder.  Lustig,  Bosworth,  arxJ  Lawrerx^ 
cite  several  studies  reflecting  this  positkxi 
which  contend  that  the  gains  to  better-skilled 
American  wori(ers  will  be  offset  by  some 
k>sses  to  those  not  as  skilled  (1 992: 3).'  Tufts 
University  economist  Drusilla  Brown  concurs, 
admitting,  the  U.S.  will  tose  some  jobs  but 
they  are  mostly  jobs  that  require  little  or  no 
skill  (1993:  CI  2)." 

Will  the  negative  faltout  from  growing  eco- 
r>omic  integration  be  confined  to  ksw  skill,  low 
wage  jobs  in  the  U.S.  or  could  the  best 
manufacturing  jobs  be  threatened?  In  this 
paper,  I  explore  this  question  by  addressing 
three  broad  issues: 

•  To  what  extent  can  high  tech  productk>n  be 
successfully  located  in  Mexkx>? 

•  How  important  are  k>w  wages  in  advanced 
manufacturing? 

•  What  has  been  the  relation  between  wages 
and  productivity  in  Mexican  manufacturing, 
partk^ulariy  the  export  sector? 

I  conclude,  based  on  extensive  field  work 
in  Mexico,  that  the  most  advanced  M^CdQ: 
plants  have  demonstrated  9  stror>g  high  tech 
capability.  While  these  plants  are  far  from 
typical,  they  indicate  tfielfirecfiOnirf'Khich 
l^xk:an  mamifac^Tki^iiflViidi^  These 
factories,  in  industries  from  consumer  elec- 
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factories,  in  industries  from  consumer  elec- 
tronics to  automobiles,  achieve  quality  aid 
productivity  levels  >which,  at  times,  rival  the 
best  facilities  in  Japan.  And  they  achieve 
these  results  in  from  18  months  to  three 
years  of  start-up  with  young,  highly  moti- 
vated workers  who  have  a  basic  education 
and  little  industrial  experience. 

While  man.  'actors  influence  where  a 
plant  is  built,  I  argue  that  low  wages,  com- 
t}ined  with  the  Ngh  quality  and  productivity 
of  Mexico's  new  generation  of  advarKsed 
plants,  can  serve  as  a  magnet  capable  of 
attracting  highly  sophisticated  production. 
Although  real  wages  in  Mexico  have  risen 
since  1990,  the  experierKe  of  the  last  de- 
cade indicates  a  shattered,  arxJ  now  slug- 
gish, link  between  expanding  productivity 
and  rising  wages.  In  fact,  Mexican  manu- 
facturing wori<er  real  compensation  in  1 992 
was  only  about  three-quarters  of  wt^  it  had 
been  in  1979,  despite  signifk^nt  gakns  in 
productivity.  The  danger  is  that  controlled 
labor  mari<ets  and  artificially  depressed 
Mexican  wages  will  perpetuate  income  po- 
larization in  that  country -retarding  the  ex- 
panswn  of  the  domestic  market-and  press 
down  on  wages  within  the  U.S..  In  this 
regard,  highly  skilled  $1 8  an  hour  manufac- 
turing jobs  in  the  U.S.  would  be  as  vulner- 
able as  less  skilled  $6  an  hour  occupations. 

What  Is  Mexico's  Industrial 
Capability? 

Much  of  the  public  discussion  over 
NAFTA  has  been  shaped  by  the  results  of 
quantitative  models  txjilt  on  the  assump^ 


tipns  xrf.ne!oste«feal_economka&  While 
these  models  can  certainly  play  a  useful 
role,  their  often  conflicting  results  must  be 
evaluated  with  considerable  cautwn  for  two 
reasons.'  Rrst,  neoclassical  economics 
does  not  address  the  far-reaching  institu- 
tional changes  currently  taking  place.  Asa 
recent  report  by  the  Offrce  of  Technology 
Assessment  put  it,  'OTA's  analysis  indi- 
cates that  the  neoclassrcal  arguments  for 
free  trade  are  of  minor  signifrcance.... This  is 
particulariy  so  because  NAFTAcomes  when 
the  United  States  is  in  a  transttwn  from  a 
national,  mass  production  economy  to  a 
continental  and  global  ecorxxny-a  histori- 
cal and  institutional  context  ignored  by  main- 
sto^eam  free  to^ade  models(1992:  6)."  Sec- 
ond, ttie  models  make  arbiti-ary,  simplistic, 
and  misleading  assumptions.  These  as- 
sumptions frequentiy  mle  out  the  possibility 
ofsubstantialinvesbnentdivefswnto  Mexico 
or  the  potential  impact  of  NAFTA  on  ttiree 
key  labor  mari<et  variables.  The  models 
typically  sssume  that  wages  wiH  rise  in 
Mexkx)  in  tandem  with  productivity  growth, 
tiiat  wage  comparisons  with  Madco  wffl  not 
further  bend  (or  break)  the  wage-productiv- 
ity link  in  the  U.S.,  and  ttiat  U.S.  unemptoy- 
merrt  will  not  rise.  Moreover,  ttie  models 
often  implfcjtty  assume  that  Mexk»  has 
limited  industrial  potential  by  maintaining 
that  its  products  do  not  directly  compete 
with  those  produced  in  the  U.S.* 

The  suspect  nature  of  tills  last  assump- 
tion is  indicated  by  tiie  changing  mix  of 
Mexkx)'s  exports  to  the  United  States.  In 
1980,  Mexkx>exportedalmost$13billk)nof 
merchan(Sse  to  the  U.S.,  over  hatf  of  which 
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was  oil  and  other  fuels.  More  sophisticated 
manufacturing  categories-machinery, 
transport  equipment  electrical  machinery, 
and  telecommunications  and  office  equip- 
ment-together accounted  for  only  slightly 
more  than  1 6  percent  of  the  total.  By  1 991 , 
exports  jumped  to  $32  billion,  fuel's  share 
plummeted  to  about  1 5  percent,  and  the 
share  of  the  sophisticated  manufacturing 
groups  listed  above  grew  to  almost  half 
(GAO.  1992:  24-27). 

This  aggregate  economic  data,  how- 
ever, only  provides  the  broad  outlines  of  the 
far-reaching  changes  in  Mexico's  industrial 
capability.  To  understand  the  extent  of 
these  changes,  one  also  has  to  look  at  the 
character  of  production  in  individual  indus- 
tries or  even  plants.  By  "kicking  the  tires' of 
Mexico's  most  advar)ced  plants,  a  sense  of 
that  country's  industrial  capability  emerges 
that  challenges  the  dated  assumptions  of 
many  econometric  models.   Three  ques- 


tions are  central:  first,  how  does  quality  and 
productivity  compare  to  similar  plants  in  the 
U.S.  or  Japan;  second,  how  kxig  does  it 
take  to  achieve  high  performance;  and  fi- 
nally, what  worker  qualifications  are  neces- 
saiy? 

The  automobile  industry  is  one  of  the 
most  advanced  export-oriented  sectors  in 
Mexico  today  and  automobile  engine  pro- 
ductk>n  is  among  the  most  complex  arxi 
close-tolerance  m^nufecturirig  operatioris 
in  this  or  any  other  major  industry.  In  fact, 
the  term  automation  was  reportedly  coined 
to  describe  the  transfer  line  technology  of 
auto  engine  plants  in  the  aftermath  of  World 
War  II.  All  five  major  automakers  currently 
operating  in  Mexico-Ford,  GM,  Chrysler. 
Volkswagen,  and  Nissan-opened  or  ex- 
panded high-volume  export-oriented  en- 
gine plants  in  the  1980*3.  These  plants 
exported  almost  1 .3  milGon erigines  01 1 992. 
making  Mexico  the  world's  largest  exporter 


FIGURE1 

Machine  Yield  on  Four  Principle  Machining  Lines*: 
U.S.  and  Mexican  Automobile  Engine  Plants,  1984-1991 
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of  automobile  engines  fCommercio  Exte- 
rior. 1993:  406;  Aufenacker,  1993: 4). 

I  compared  the  most  advanced  of  these 
Faciliiies-a  $250  million  plant  opened  by  a 
U.S.  automaker  in  northern  Mexico  in  1 982 
and  capable  of  producing  400,000  engines 
a  year -with  a  U.S.  plant  producing  the 
same  engine  with  similar  though  somewhat 
less  advanced  technology  (Shaiken  and 
Herzenberg,  1987;  Shaiken,  1993).   The 
results  of  this  comparison  are  striking.  In 
the  critical  area  of  machine  yield -a  mea- 
sure of  the  productivity  of  technok>gy  in  a 
capital  intensive  plant-the  Mexican  plant 
achieved  85%  of  the  perfomnance  of  the 
U.S.  plant  after  less  than  two  years  of 
operation  (1984),  89%  over  an  eight  year 
period  (1983-1991),  and  97%  in  the  last 
year  of  production  on  the  same  engine 
(1991)  (Shaiken,  1993: 18-19).  (Figure  1) 
On  some  of  the  more  complex  lines  the 
Mexrcan  plant  exceeded  the  performance 
of  the  American  plant  in  as  little  as  18 
monttis  from  the  start  of  operations.  More- 
over, product  quafity  in  the  Mexk^an  plant 
surpassed  the  American  plant  in  four  of  the 
six  years  for  whKh  data  is  available  (1 986- 
1 991 )  and  in  the  last  full  year  of  productkm 
exceeded  the  quality  of  the  U.S.  plant  by 
32%  (Shaiken,  1993:22).  NotsurpriSRigly, 
this  U.S.  automaker  is  in  the  mklst  of  a  $550 
milTion  reworking  and  expanston  of  this 
plant  whrch  will  ultimately  be  able  to  supply 
more  than  400,000  units  ayear  of  afar  more 
sophistk^ated  ertgine  to  ttie  North  American 
market  (Shaiken  1993: 11). 


Nissan  has  aiso  achieved  high  quality 
and  productivity  in  a  manufacturing  com- 
plex in  Aguascalientes,  several  hundred 
miles  north  of  Mexico  City.  The  plant 
achieved  the  towest  number  of  defects  on 
engines  checked  at  the  end  of  tfie  line  of  any 
of  the  company's  plants  woridwide  (Shaiken 
1993:26).  Nissan  has  announced  that  the 
Mexk:an  plant  wll  produce  all  engines  for 
the  U.S.-assembied  Altima.  one  of  the 
company's  most  important  products  in  the 
hotly  competitive  U.S.  mari<et  The  com- 
pany projects  engine  exports  will  reach  an 
annual  rate  of  120,000  by  late  1993 
(Maskery,  1993:  1).  General  Motors  has 
achieved  similar  high  quality  results  at  its 
Toluca  engine  plant,  a  one  hour  drive  from 
Mexkx)  City.  The  company  reports  that  it 
has  conducted  33  'zero  defect*  audits  in  a 
row  in  this  plant  (Sanchez,  1993: 5).  Given 
these  successes,  it  comes  as  little  surprise 
that  the  Mexican  government  predkis  that 
engine  exports  win  double  tfieir  1 991  levels 
to  $2. ;  biirion  annually  by  1994(Saavedra, 
1993:28). 

The  results  are  equally  impressive  for 
automobile  assembly.  Mexico  exported 
over  250,000  cars  to  the  U.S.  in  1992, 
placing  third  t)ehind  Canada  and  Japan  in 
units  exported  (USITC,  1 993: 2).  The  most 
sophistic2rted  automotive  assembly  plant  in 
Mexk::o  is  Ford  Motor  Compan/s  $500 
million  assembly  and  stamping  plant  in 
Hermosilk).  About  2,000  houriy  workers, 
over  1 20  robots,  and  dozens  of  computer- 
ized systems  combine  to  produce  up  to 
165,000  cars  a  year,  all  for  export  to  the 
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-      ROURE2 

New  Car  Initial  Quality  Survey  (1 992) 
Mexican  and  Ljeading  Six  Japanese-Owned  Plants  in  US. 
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U.S.  and  Canada.  In1989,threeyearsafter 
the  plant  went  into  operation,  it  was  produc- 
ing the  second  highest  quality  small  car  sold 
in  the  U.S.  market,  virtually  tied  with  the 
Honda  Civic  for  first  place,  and  outpacing 
far  t>etter  known  rivals  such  as  the  Nissan 
Sentra  and  the  Toyota  Corolla,  t>uilt  n  highly 
regarded  plants  in  Japan  (Shaiken,  1993). 
Hermosillo  switched  over  to  building  a 
new,  more  intricate  model  of  the  Ford  Es- 
cort arKi  Mercury  Tracer  in  1990,  after  a 
$300  million  expansk>narxl  changeover.  At 
the  end  of  1 992,  tf>e  plant  placed  sixth  out  of 
forty-six  assemt>ly  plants  in  North  America 
in  terms  of  quality,  according  to  a  survey 
carried  out  t>y  the  authoritative  J.D.  Power 
and  Associates.  The  quality  measure,  de- 
fects per  hundred  vehicles  after  three 
months  of  service,  ranged  from  71  in  the 
highest  rated  plant  to  250  in  tfw  lowest 


Hermosilb  scored  97,  besting  the  1 05  score 
of  a  plant  also  producing  tfie  Escort  near 
Detroit.  Even  more  surprising,  Hermosilk} 
bettered  five  of  the  JapaneseKjwned  as- 
sembly plants  in  the  U.S. -some  by  a  con- 
siderable margin-and  narrowly  trailed  the 
otherthree  (Rgure2).»  Infect,  Hermosillo's 
performance  indicates  that  any  of  these 
Japanese-owned  plants,  set  up  in  the  U.S. 
in  the  1 980's,  couM  have  been  successfully 
sited  in  Mexkx}.* 

The  quality  story  is  similar  for  less  auto- 
mated auto  assembly  plants  as  well.  A 
Chrysler  assembly  plant  in  Tduca,  for  ex- 
ample, came  in  twelfth  in  the  Power  survey. 
Moreover,  the  General  Motor's  Ramos 
Arizpe  assembly  plant  won  the  J.D.  Power 
'Bronze  Award  in  Quality' in  1 992  ^anchez, 
1993: 6).  This  assembly  plant,  as  well  as 
the  company's  Mexican  engine  plant,  'ap- 
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pear  consistently  among  GM's  highest  qual- 
ity rated  engine  and  car  plants  in  North 
America,*  according  to  Richard  C.  Nerod,  a 
GM  vice  president  in  charge  of  its  Latin 
American  operations  (1993:  18).  Some 
analysts  predict  that  Mexico  could  export 
almost  one  million  passenger  cars  annually 
by  the  year  2000  (Leos,  1993).* 

Quality  in  consumer  electronics  prod- 
ucts is  also  high.  Sony  operates  high  tech 
color  television  assemt>ly  plants  on  tx>th 
sides  of  the  border,  one  in  Tijuana  etnd  the 
other  in  a  northeastem  suburb  of  San  Di- 
ego. The  Tijuana  plant  has  won  Sony 
woridwide  quality  awards  for  several  years 
running  arKl  the  performance  of  both  plants 
is  so  dose  that  Sony  does  not  break  down 
warranty  costs  separately  (Shaiken,  1993: 
26).  At  a  nearby  Sanyo  television  plant  the 
vice  president  of  Mexican  operations  main- 
tained that  the  plant  had  comparable  quality 
to  Sanyo  plants  in  the  United  States  and 
Japan  but  at  much  lower  wages  (Meyer, 
1993:8-13). 

Small-  and  medium-sized  firms  have 
been  as  successful  in  transferring  produc- 
tion as  corporate  giants.  Breed  Technok)- 
gies,  a  manufacturer  of  complex  electronic 
sensors  for  automotive  airt>ags,  set  up  a 
maquiladora,  or  assembly  plant  in  the  late 
1980's.  "Within  nine  months  of  breaking 
ground  on  the  Matamoros  plant  we  were 
assembling  parts  in  a  new  1 00,000  square 
foot  facility.  Almost  immediately,  we  had 
higher  productivity  in  Mexkx)  than  we  had  in 
New  Jersey,*  according  to  the  company's 
preskient,  and  all  this  for  wages  that  were 
lessthan$1  anhouratthetime.  'lalsowoni 


hesitate  to  buikl  any  new  plants  we  might 
need  for  products  whk:h  have  significant 
labor  content,*  he  added  (Breed,  1993:  7, 
13). 

Advanced  servk^es  as  well  as  manufac- 
turing are  also  being  moved  to  Mexico.  One 
of  the  more  dramatic  examples  is  now 
under  constructkxi  on  100  acres  adjacent 
to  the  Tijuana  airport:  a  giant  maintenance 
and  repair  station  for  state-of-the-art  jet 
aircraft.  Matrix  Aeronautk^a,  a  joint  venture 
of  Hong  Kong  and  Tijuana  investors,  is  in 
the  process  of  building  the  first  of  three 
cavernous  hangars,  each  capable  of  hous- 
ing two  Boeing  747-400's  and  one  DC-10 
aircraft  at  the  same  time  and  designed  to 
accommodate  even  larger  600  person  air- 
craft still  in  the  design  stage.  The  facility  will 
initially  perform  aircraft  safety  checks  and 
repairs  but  will  graduate  into  more  sophisti- 
cated retrofitting.  .Ultimately,  the  invest- 
ment may  total  $250  milGon  and  empk>y  as 
many  as  3,000  people  (Lindquist  1991: 
I      A-1). 

{  Not  all  firms  that  rek>cate  to  MexKO  sue- 

i  ceed.  In  fact  there  have  been  some  spec- 
tacularfailures,afterwhk:hfirmshavemoved 
their  plants  backto the  U.S.  Whatttie  above 
examples  illustrate,  however,  is  that  the 
capability  of  moving  advarKed  plants  to 
Mexico  has  been  repeatedly  proven  in  com- 
plex, high  tech  industries.  To  achieve  tfiese 
impressive  results,  companies  Xen6  to  fol- 
;  low  a  similar  pattern  in  setting  up  plants: 
they  combine  a  cadre  of  experienced  man- 
agers from  their  gk)bal  operatk)ns,  a  highly 
motivated  workforce,  and  effective  training. 
In  the  case  of  the  Hermosilio  plant  Ford 
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TABLE  1 

Educational  Background  of  Hourty  Workers 
(Percent  of  Initial  Workforce) 


Plant 


Auto  Engine 


El«in«i(«iy 


Junior  HIgli 


30.0 


Technical 


16.0 


HItfiScheai 


47.0 


UnfwMsi^ 


7.0 


Aulo  Assembty 


8.5 


10.0 


SO.O 


31.5 


Television  Assembly* 


SZO 


4^o 


6.0 


•Not  Initial  wwMorca:  data  as  of  Fabruary  1 , 1 992. 


brought  in  about  eighty  auto  industry  veter- 
ans initially,  mostly  from  the  U.S.  and 
Canada,  but  within  three  years  of  operation 
had  pared  the  number  to  three  North  Ameri- 
can managers  on  the  shop  floor. 

What  levels  of  experience  and  education 
do  the  workers  require?  The  companies 
tend  to  hire  wori<ers  without  previous  indus- 
trial experience  to  avoid  what  they  perceive 
as  'preconceptions*  atx>ut  how  a  plant 
should  be  run.  In  the  auto  engine  plant  the 
average  age  of  the  initial  workers  hired  was 
in  the  earty-twenties  and  all  lacked  previous 
auto  industry  experience.  Thirty  percent 
had  only  a  junior  high  education  and  63 
percent  had  completed  high  school  or  a 
technk^al  education.  At  the  auto  assembly 
plant  the  initial  cohort  had  much  higher 
levels  of  education  but  the  company  felt  that 
this  contributed  to  turnover  and  has  since 
achieved  high  quality  by  Nring  high  school 
and  junk)r  high  graduates.  The  electronics 
plant  had  a  much  lower  educatkxial  profile, 
with  over  half  its  workers  having  only  el- 
ementary educations  (Shaiken,  1993: 
34).(Table  1) 

Some  advanced  manufacturing  plants  in 
MexKO  invest  heavily  In  training.    While 


much  attentkjn  has  been  paid  to  the  huge 
wage  gap  between  the  U.S.  and  Mexico, 
less  noticed  is  the  fact  that  low  wages 
translate  into  low  training  costs.  Conse- 
quently, high  tech  firms  do  not  require  an 
existing  skill  base  to  set  up  production :  they 
are  able  to  train  novKe  workers  at  a  fraction 
of  U.S.  costs.  At  the  Hemnosillo  plant,  for 
example,  the  initial  new  hires  received  a 
minimum  of  four  months  of  intensive  train- 
ing before  starting  work,  wtiether  they  ulti- 
mately attach  door  handles  on  the  line  or 
troubleshoot  computerized  robots.  As  a 
result,  the  plant  has  an  unusually  deep  skill 
base.  This  compares  to  about  one  or  two 
weeks  of  training  provided  for  productkxi 
woriters  at  Japanese-owned  assembly 
plants  in  the  U.S..  Moreover,  as  the  expe- 
rience of  the  engine  and  assembly  plants 
indicate,  skill  devetopment  can  take  place  in 
a  relatively  shorttimefirame  (Shaiken,  1 993). 
Training  such  as  ttvs  requires  a  soM 
bask:  education,  even  if  only  at  the  junior  or 
senior  high  school  level.  Workers  who  have 
these  qualifications  are  in  the  top  third  of 
Mexkx>'sworkforce.agroup6usr7esslVee/r 
numbers  at  atxxjt  1 0  millkm  strong  (Baker, 
etal.,  1993:86).*  Although  Mexico's  educa- 
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tional  system  is  starved  for  resources-it 
spends  $70  per  eiementaiy  school  student 
annually  compared  with  over  $4,000  in  the 
U.S. -in  1989-90  it  turned  out  dose  to 
200,000  vocational  school  graduates.  In 
addition,  Mexico  had  342,000  engineering 
students  enrolled  in  1 990,  almost  as  many 
as  the  U.S.  (OTA.  1992: 100-105).  Astream 
of  technical  and  engineering  school  gradu- 
ates provides  a  potential  supply  of  skilled 
workers  and  future  managers  and  could 
create  a  critical  mass  for  a  much  wider 
diffusion  of  advanced  manufacturing.  To- 
day many  technical  and  engineering  gradu- 
ates are  looking  for  jot>s  to  match  their  skills. 
They  are  people  wtio  are  overqualified  for 
the  jot>s  they  now  can  get,'  the  director  of 
the  Chihuahua  Institute  of  Technok>gy.  a 
post-secondary  technical  school,  remarked 
atxxjt  his  institutkxi's  graduates.  *The  sup- 
ply of  skilled  wori<ers  is  still  greater  ttian  the 
demand  for  their  skills  (Uchitelle,  1993^.* 


How  Important  Are  Low  Wages  In 
High  Tech  Manufacturing? 

Two  arguments  are  used  to  minimize,  or 
even  dismiss,  the  importance  of  k>w  wages 
as  a  magnet  for  high  tech  manufacturing. 
First,  many  economists  and  trade  experts 
argue  that  the  low  wages  of  devetoping 
economies  simply  reflect  low  productivity.  It 
could  prove  to  t)e  a  fool's  bargain  to  site  high 
tech  manufacturing  in  Mexico,  in  tfiis  view, 
because  the  penalties  of  k>w  productivity 
coukJ  swamp  the  benefits  of  k}w  wages, 
resulting  in  high  unit  cost  If  a  worker  who 
is  pakl  $1  an  hour  makes  one  wklget  per 
hour,  then  the  unit  labor  cost  per  widget  is 
$1.  If  a  worker  is  pakj  $10  an  hour  and 
makes  20  wkJgets  per  hour,  however,  than 
the  unit  cost  is  cut  in  half  to  $.50  despite 
much  higher  wage  rates.  Second,  some 
ot>servers,  such  as  Peter  Drucker,  maintain 
that  wages  are  "inaeasingly  irrelevant"  in 
high  tech  production  in  any  case  because 
'blue-collar  lat)or  no  kMiger  accounts  for 
enough  of  total  costs  to  give  tow  wages 
much  competitive  advantage  (Drucker, 
1988).'  Both  arguments  fail  to  recognize 


TABLE  2 

Hourly  tabor  Cost  Comparison 
Hypothetical  U.S.  and  Mexican  Auto  Assembly  and  Stamping  Planta 


Hourly  Emptoyment 
Annual  Hours  Per  Worker 


Total  Hours 

Houriy  Compensation 

Annual  Hourly  Labor  Costs 


ligNrrED  states 

^■m-mosx^^^ 

2.000 

2.400 

2.000 

2,000 

4.000.000 

4.800,000 

$40.00 

$5.00 

$160,000,000 

$24,000,000 
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Even  though  productivity  and  quality  are 
"wortd-class,  workers  remain  low  paid,  cre- 
ating a  powerful  lure  for  advanced  manu- 
facturing. 

The  importance  of  wage  costs  stands 
out  in  automobile  assembly,  which  com- 
bines highly  automated  and  latx^r-intensrve 
processes  even  in  the  most  advanced 
American  or  Japanese  plants.  Assume  an 
American  and  Mexican  plant,  each  produc- 
ing about  200,000  vehicles  a  year.  The 
U.S.  plant  achieves  this  output  with  2,000 
hourly  workers  who  put  in  2,000  hours  a 
year  or  4,000,000  annual  labor  hours.  The 
Mexican  plant  needs  2,400  workers  or  20 
percent  more  than  its  American  counterpart 
to  meet  this  production  goal  (a  conservative 
assumption  given  the  equal  or  better  pro- 
ductivity reported  on  above),  resulting  in 
4,800,000  annual  labor  hours.  If  we  as- 
sume a  compensation  cost  of  $40  an  hour 
for  wages  and  benefits  in  ttie  U.S.  plant 
(Ford's  cunent  cost  is  over  $39),  the  annual 
wage  bill  would  be  $160,000,000,  while  at 
$5  an  hour  the  Mexican  plant  would  have  an 
houriy  latxx  cost  of  $24  million,  an  annual 
difference  of  $1 36  million  (Table  2).^  Even 
in  a  plant  whose  initial  cost  is  $500  millkin, 
savings  of  this  magnitude  stand  out 

Another  way  to  view  the  importance  of 
hourly  labor  costs  is  by  kx)king  at  the  num- 
ber of  hours  that  are  required  to  assemble 
the  vehicle.  The  most  advarKed  assembly 
plants  in  the  U.S.  today  need  about  20  final 
assemt>ly  hours  per  car.  At  the  compensa- 
tion costs  cited  above,  the  houriy  labor  cost 
in  an  advanced  U.S.  plant  woukl  be  $800 
wtiile  in  a  Mexican  plant  requiring  24  hours 


it  wouM  be  $1 20,  giving  the  Mexk:an  plant  a 
$680  per  vehkde  cost  advantage  on  final 
assembly  alone.  If  assembly  time  is  re- 
duced to  1 5  hours  in  the  American  plant  and 
18  in  the  Mexican  plant  among  the  best 
times  in  Japan  for  subcompacts,  the  sav- 
ings is  over  $500  a  car.'  Rnally,  another 
way  to  kx>k  at  the  potential  labor  cost  ad- 
vantage is  that  the  annual  savings  per 
wori<er  would  be  $70,000  (for  a  2000  hour 
year)  at  tfiese  compensatkxi  costs. 

The  Mexican  labor  cost  advantage  is 
even  more  decisive  when  the  labor  cost 
saving  of  200  or  300  salaried  wori(ers  in  an 
assembly  plant  are  also  factored  in.  While 
the  wage  ratio  t>etween  the  U.S.  and  Mexico 
is  not  as  great  for  white-collar  wortcers,  it 
nonetheless  often  equals  4  to  1. 

The  auto  assembly  plant  is  only  the  tip  of 
the  auto  manufacturing  chain.  As  compo- 
nent plants  and  suppliers  move  to  Mexico, 
the  savings  achieved  in  assembly  plants 
couki  be  replicated  throughout  the  produc- 
tion process.  Chrysler,  for  example,  main- 
tains that  each  vehicle  it  produces  in  the 
U.S.  embodies  120  labor  hours.  Many  of 
these  hours  woukl  be  at  Chrysler's  1992 
average  compensation  rate  of  $39.64,  the 
rest  at  a  k>wer  compensatkxi  rate  for  suppli- 
ers. In  either  case,  the  potential  latx>r 
savings  in  Mexico '»  conskJerable.  Overall, 
the  average  compensation  cost  in  the  mo- 
tor vehicles  and  equipment  sector  in  the 
U.S.  was  almost  eight  times  the  Mexican 
average  in  1991;  $24.21  in  the  U.S.  com- 
pared to  $3.33  in  Mexkx>,  offering  a  power- 
ful incentive  to  relocate  productkNt 
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Other  expenses  are  also  likely  to  be  less 
in  Mexico.  "When  I  factor  in  other  non-labor 
costs-less  heat,  cheaper  land  and  cheaper 
construction -there  is  no  question  that 
Mexico's  lower  labor  costs  are  decisive," 
John  Pearlman,  chairman  of  the  Zenith 
Electronic  Corporation  maintains  (Uchitelle, 
1993A:  14F).  Mr.  Pearlman  should  know 
since  Zenith  employs  about  20,000  people 
in  Mexk».  The  vice  president  of  Sanyo's 
television  operations  in  Mexkx>  added,  'if 
your  business  is  fairly  labor-intensive  and 
you  have  more  than  500  workers,  it's  prob- 
ably a  good  move  to  cometo  Mexico  (Meyer, 
1993:8-13)." 

While  high  tech  manufacturing  plants  in 
Mexkx)  are  highly  automated,  they  terxl  to 
be  less  automated  than  their  American  or 
Japanese  counterparts.  The  reason  is  that 
they  only  automate  in  areas  where  quality  is 
an  issue,  the  manufacturing  process  re- 
quires it,  or  the  technology  would  have  to  t>e 
redesigned  to  be  more  labor  intensive. 
Otherwise,  it  is  more  cost  effective  to  have 
workers  instead  of  robots.  This  more  labor- 
intensive  approach  can  significantiy  lower 
the  cost  of  capital  for  a  new  plant  and  the 
operatir>g  expenses  over  time.  Comparirig 
Breed  Technologies'  Mexican  productk)n 
process  for  airbag  sensors  to  its  competi- 
tors in  the  United  States,  its  president  com- 
mented, "our  approach  to  assembling  the 
product  costs  is  much  less  capital  intensive 
and  is  more  flexible  than  the  more  auto- 
mated approach  used  by  TRW  arKl  Si- 
emens (Breed,  1993:  8).'  Breed  was  so 
much  more  effective,  In  fact,  that  it  drove  its 
much  larger  competitors  from  the  business. 


An  area  where  costs  are  likely  to  be 
higher  in  MexKO  is  iransportatkNi.  In  an 
auto  assembly  plant,  these  costs  are  com- 
posed of  two  elements:  shipping  parts  to 
the  plant  and  shipping  finished  vehk:les  to 
the  dealer.  If  a  supplier  plant  is  in  the 
midwestem  United  States  then  it  will  obvi- 
ously be  more  expensive  to  ship  a  part  to 
Mexkx)  than  to  Detroit'  NAFTA,  however, 
is  likely  to  result  in  more  supplier  plants 
relocating  to  Mexico  t>ecause  of  the  liberal- 
ization of  Mexk:an  investment  rules  in  auto 
parts  and  because  of  the  inaeased  security 
of  investment  in  MexKO.  If  the  supplier  is  in 
ft^exkx},  or  even  the  southern  U.S.,  then 
shipping  costs  woukl  be  considerably  re- 
duced for  a  Mexk:an  assembly  plant  com- 
pared to  its  American  counterpart  The  cost 
of  transporting  the  finished  car  from  the 
plant  to  the  dealer  depends  on  the  geo- 
graphk^  relatkxi  of  the  two.  In  some 
cases,  it  would  be  more  expensive  to  ship  to 
the  U.S.  from  Mexkx>  txjt  the  huge  markets 
of  Texas  and  California,  among  others,  are 
conskJerably  ck)ser  to  nortfiem  Mexico  than 
to  Detroit 

The  importance  of  k>w  labor  costs  was 
underscored  by  CoUectron,  an  Arizona- 
based  management  firm  that  sets  up 
maquiladoras  and  has  akled  companies 
such  as  Xerox,  General  Bectric,  and  ITT  in 
estat>lishing  Mexican  operations.  In  a  pro- 
motional letter,  the  director  of  marketing 
extolls  ttie  possa>le  savings.  'Companies 
that  relocate  to  Mexico  come  primarily  to 
take  advantage  of  the  tow  labor  rates,*  he 
writes.  'Our  clients  report  that  ttiey  have 
achieved  savings  between  $10,000  and 
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$20,000  per  employee.'  He  then  adds  that 
the  workforce  is  unspoiled  arxl  can  be 
trained  to  a  client's  specifications  quickly 
and  efficiently  and  superior  productivity  can 
be  achieved  by  proper  management  (Rigoli, 
1993)." 

What  Is  the  Link  Between  Rising 
Productivity  and  Wage  Levels  in 
Mexico? 

Economists  generally  argue  that  wages 
reflect  productivity  levels.  Hufl>auer  and 
Schott,  for  example,  contend  that  the  U.S. 
worker  earns  high  wages  because  of  his 
high  output,  which  in  turn  reflects  his  wori< 
skills,  his  complement  of  sophisticated  capi- 
tal equipment,  and  the  highly  articulated 
infrastructure  of  the  U.S.  economy  (13)." 
Carta  Hills,  former  United  States  Trade 
Representative,  concurs,  maintaining  that 
'if  wages  were  the  only  factor,  many  devel- 
oping countries  would  be  economk:  super- 
powers (quoted  in  Hufbauer  and  Schott, 
1993: 12).* 

In  the  case  of  Mexico  ttie  issue  is  more 
complex.  The  traumas  of  Mexkx}'secorx>my 
in  the  1980's-high  unclerempk>ymem,  a 
severe  debt  burden,  a  low  productivity  tra- 
ditk>nal  sector-comt)ined  with  institutional 
factors  such  as  government  austerity  mea- 
sures and  a  tightly  controlled  labor  move- 
ment have  depressed  wages  in  manufac- 
turing in  general  and  in  the  highly  produc- 
tive export  sector  in  particuiar.  This  combi- 
natkxi  of  economic  and  institutk)nal  factors 
snapped  the  Hnk  between  rising  productiv- 
tty  and  improved  wages  in  the  ISSO's  as 


real  earnings  plummeted.  Kistoricaily,  the 
productivity-wage  link  has  aUowed  workers 
in  the  United  States  and  elsewhere  to  earn 
enough  to  buy  what  they  produce,  achiev- 
ing middle  dass  lifestyles  in  the  process 
and  fueling  an  expanding  consumer  mar- 
ket 

Although  Mexico  has  made  extensive 
strides  toward  privatization  and  liberalized 
markets  since  the  mkJ-1980's,  the  state 
remains  a  much  more  visible  presence 
when  it  comes  to  labor  and  labor  costs.  The 
govemment  achieves  its  austerity  and  infla- 
tion goals  through  the  'Pact  for  Stability  and 
Economic  Growth,"  or  elpacto  as  it  is  often 
referred  to  in  Mexico,  a  state-dominated 
alliance  incorporating  business,  labor  and 
peasant  organizations  (Alvarez,  1991).  In- 
troduced in  1987  as  a  weapon  to  combat 
inflation  and  restore  economic  stability,  this 
mechanism  continues  to  serve  a  broad 
variety  of  economic  functions,  including 
enhancing  Mexico's  investment  climate  by 
keeping  wages  low.  "To  smother  infiatk>n 
and  preserve  Mexico's  huge  labor  cost  gap 
with  U.S.  and  other  producers,  Salinas  fixes 
salaries  through  a  complex  business-labor 

I  agreement  that's  known  as  el  pacta,'  ac- 
cording to  Business  Weel<  (1 993: 85). 

!  The  terms  of  elpacto  are  carried  to  the 
unionized  sector  by  Mexkx>'s  highly  con- 
trolled labor  movement  The  "offk^iaT  labor 
group.  Confederadon  de  Trabajadores  de 
Mexico  (CTM),  is  an  arm  of  the  mling  party 
and,  during  the  economic  debacles  of  the 
last  decade,  served  more  to  transmit  gov- 
emment policies  than  as  an  independent 
advocatefbrworkers.  Although  Mexkso  has 
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strong  labor  legislaiion  in  many  areas,  tw 
stale-(k)minated  labwreiaKons  system  com- 
bined with  truncated  labor  rights  in  pradica 
makes  independent  organization  or  oppo- 
sition difficult  and,  at  times,  dangerous. 
Workers  at  Volkswagen  saw  how  the  sys- 
tem worked  in  summer-1 992  when  a  bitter 
strike  was  concluded  after  'Salinas  gave 
VW  permisskxi  to  rip  up  the  unk>n  corrtract.' 
according  to  Business  Week  (1993:  90). 
VW  terminated  its  14,000  workers,  insti- 
tuted a  new  contract,  then  rehired  the 
workforce  minus  300  dissidents. 

As  a  resuK  of  government  and  CTM 
policies,  the  link  between  achieving  high 
productivity  and  receiving  commensurate 
wages  doesnl  hokl  among  plants  within 
Mexk>3,  even  in  highly  visible,  bellwether 
industries  such  as  automobiles.  When  the 
auto  firms  built  a  new  generation  of  export- 
oriented  factories  in  northern  Mexico,  the 
new  plants  paid  signifrcantiy  less  than  ttie 
older,  lower  productivity  plants  near  Mexico 
City,  a  relationship  that  still  holds  in  some 
plants  (Middlebrook,  1991:  284).  A  high- 
productivity  export-oriented  Nissan  plant  in 
Aguascalientes,  for  example,  currentiy  pays 
assemblers  $1.20  an  hour  while  an  okler 
Nissan  plant  in  Cuemavaca,  less  produc- 
tive and  oriented  towards  the  domestic 
market,  pays  almost  50  percent  an  hour 
more.*"  Rather  than  the  oMer  plants  puling 
the  wages  of  the  newer  plants  upward,  the 
opposite  has  occurred.  A  bitter  61  day 
strike  was  concluded  at  the  Ford  Cuatitian 
plant  near  MexKo  City  in  late  1987  by 
terminating  the  entire  work  force  (with  the 
behirxi  the  scenes  approval  of  the  govern- 


ment and  the  union)  and  selectiveiy  rehiring 
2.500  people  at  wage  levels  betow  a  new 
assembly  plant  in  the  north  (MkJdIebrook. 
1991:284). 

In  the  maquOadora  irxKjstiy  emptoyei 
federations  conspire  to  hokj  wages  down. 
In  large  maquiladora  centers  such  as 
Tijuana,  empk>yers  meet  regularly  to  agree 
upon  salary  ranges  and  to  avokJ  engaging 
in  competitive  wage  bkjding  for  workers. 
Rattier  ttian  raisir^g  wages  to  combat  tum- 
over-the  way  a  labor  mari(et  theoretically 
operates  -these  associations  fix  wages  and 
let  turnover  fall  where  it  may,  often  as  high 
as  10  to  15  percent  a  month.  In  addition, 
maquiladoras  often  refuse  to  tolerate  even 
govemment-conti^olledunk>ns.  'Americans 
looking  for  a  preview  of  North  American  free 
trade  k>ok  first  to  the  border,'  Business 
Week  concluded,  "wtiere  they  see  indus- 
tiies  that  prevent  ttieir  low-wage  workers 
form  organizing,  while  Mexico  City  k>oks 
the  other  way  (1993: 91).' 

The  result  of  ecorwmk:  pressure,  gov- 
ernment pofides,  and  constiicted  labor  rights 
has  been  a  severe  downward  pressure  on 
wages  in  manufacturing  despite  gains  in 
productivity.  AHhough  Mexican  manufac- 
turing was  hammered  by  economic  turtxj- 
lence  during  ttie  1980's,  labor  productivity 
grew  at  a  1.7  percerrt  anrujal  rate,  risir>g 
from  an  irxlex  of  100  during  1980  to  1 18  in 
1990  (BLS-B,  1992).  (Preaminary  esti- 
mates indicate  a  furttier  1 2  percent  produc- 
tivity gain  from  1990  to  1992).^^  Despite 
these  productivity  gains,  the  real  hourly 
compensatkm  of  Mexican  production  work- 
ers in  manufocturing  (ell  prec^Mtousiy  dur- 
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FIGURES 

Productivity  and  Real  Hourly  Woilcer  Compensation 
Mexican  Manufacturing,  1979-1992 
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ing  the  1 980's.  Indexing  this  compensation 
to  1 00  for  1 979,  it  inched  up  to  1 08  in  1 982, 
plunged  to  64  in  1 988,  and  climbed  to  77  in 
1992  (BLS-A,  1993).  In  other  words,  by 
1992  the  hourly  wage  was  little  more  than 
three-quarters  of  what  it  had  t)een  thirteen 
years  earlier.  If  real  compensation  had 
tracked  productivity  through  1990.  the  last 
year  for  which  complete  data  are  available, 
compensation  would  have  been  almost  80 
percent  higher**  (Figure  3). 

Comparing  hourly  compensation  costs 
in  manufacturing  between  Mexico  and  the 
U.S.,  we  firxl  that  the  gap  has  widened 
considerably  since  1 980.  Setting  U.S.  com- 
pensation to  100.  we  find  that  Mexican 
compensation  was  22  percent  of  U.S.  lev- 
els in  1980,  this  plummeted  to  7  percent  in 
1987.  and  was  only  15  percent  of  U.S. 
Ievelsin1992.  During  this  same  period,  the 
comparative  wages  of  Asian  Newly  Indus- 
trializing economies  rosefrom  12peroentto 


30  percent  of  U.S.  levels  (BLS-C,  1993: 5). 
(Hgure  4). 

In  the  maquiladora  industry  hourly  com- 
pensation costs  also  still  trail  their  1981 
peak,  despite  rising  productivity  and  a  soar- 
ing demand  for  labor.  The  number  of 
workers  emptoyed  has  more  than  qua- 
drupled from  about  1 20,000  in  1 980  to  over 
500,000  in  1992  and  the  numt>er  of  plants 
has  jumped  from  620  to  over  2000.  Given 
this  rapid  expanskxi  in  the  demaixl  for 
workers,  one  would  expect  wages  to  be 
driven  upwards.  Instead,  total  compensa- 
tkxi  costs  were  k)wer  in  1992  than  they 
were  in  1981.  $1.64  compared  to  $1.68 
(BLS-A.  1993).  (Figure  5). 

Wages  in  advanced  Mextean  plants- 
wluch  attain  woild-dass  productivity  and 
sea  their  products  in  the  U.S.  market-are 
pulled  down  by  the  same  forces  that  de- 
press Mexican  manufacturing  wages  in 
general.  Ihe  result  is  that  plants  producing 
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naunE4 

Mexican  Hourly  Compensation  Coats  in  Manufacturing 

aa  a  Parcantags  of  United  Statea  Coats 
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the  same  product,  for  the  same  market,  at 
similar  productivity  arxj  quafity  levels  have 
significantly  different  wage  costs  in  Mexico 
and  the  United  States.  This  phenomenon  is 
most  visible  by  looking  at  irxiivkJual  plants 
rather  than  by  t>roader  industry  averages. 
Conskler  the  two  Sony  television  assembly 
plants  mentioned  earfier,  or>e  a  maquiladora 
in  Tijuana  and  the  other  part  of  a  manufac- 


turing complex  fifty  miles  north  near  San 
Diego.  They  assemble  similar  television 
models,  have  comparable  quafity  arxl  pro- 
ductivity, arxl  nearly  equal  transportation 
costs.  Yet,  hourly  wages  in  the  Mexican 
plant  are  less  than  $1  an  hour  while  wages 
in  the  San  Diego  plant  are  about  $10  an 
hour.  Or  conskJertheHemiosillo Assembly 
plant  in  Mexico  arxl  its  compannn  plant 


RQURE5 

Houriy  Compensation  Costs  for  Production  Workers  in  Maquiladoras, 
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near  Detroit  Once  again  quality  and  pro- 
ductivity are  simBar  yet  hourly  wages  in 
Mexico  are  atxxjt  $2  an  hour  compared  to 
$18  an  hour  in  the  U.S.. 

Mexican  real  wages  in  manufacturing 
began  rising  in  1990  and,  some  analysts 
argue,  could  continue  to  rise.  This  upward 
movement,  however,  is  tempered  by  two 
factors.  First,  the  drop  was  so  steep  in  the 
1980's  that  considerable  ground  must  be 
covered  just  to  return  to  1 980  levels,  which 
themselves  were  low  compared  to  the  U.S.. 
Second,  the  important  institutional  factors 
discussed  above  that  decoupled  wages 
and  productivity  in  the  first  place  remain  in 
place  and  could  slow  or  reverse  future 
wage  gains.  As  the  American  and  Mexican 
economies  become  more  interdependent, 
artificially  depressed  Mexican  wage  levels 
could  exert  a  strong  downward  pressure  on 
wages  in  the  U.S.,  particularly  given  the  size 
of  the  current  wage  gap.  Some  observers 
view  this  process  as  having  a  desirable 
dimension.  Hufbauer  and  Schott,  for  ex- 
ample, observe: 

In  some  industries  arid  in  some  prod- 
ucts, U.S.  wages  are  higher  than  U.S. 
productivity  can  justify  when  com- 
pared with  the  juxtaposition  of  Mexi- 
can wages  arxl  productivity,  for  ex- 
ample.  Those  activities  will  terxl  to 
migrate  from  the  United  States  to 
Mexico  (1993: 13). 
Hufbauer  and  Schott,  in  advance  no  doutrt 
of  what  many  U.S.  finns  will  do,  are  using 
Mexican  wages  as  a  yardstick  to  measure 
whether  U.S.  wages  are  too  'high.'    In 
response  to  the  charge  that  U.S.  firms  will 
seek  to  ratchet  down  U.S.  wages  by  threat- 
ening to  move  to  MexKO,  Hu(t)auer  and 


Schott  continue,  "we  would  not  vilify  private 
firnis  that  balance  wage  rates  against  labor 
productivity  wtien  selecting  plant  sites  (1 993: 
14).'  The fundamentalflawin  this  argument 
is  that  it  assumes  that  wages  bear  some 
relatk>n  to  productivity  in  Mexico's  export 
sector  which  the  above  data  indicate  is  a 
highly  questionable  assumption.  Wages  do 
not  achieve  equilibrium  in  an  open  lahor 
market  but  rather  are  depressed  as  a  result 
of  institutional  factors.  Instead  of  an  invis- 
ible hand  gukling  wages  in  a  free  \abor 
maricet,  an  all-too-visible  arm  -in  the  form  of 
government  policies,  constricted  labor- 
rights,  £vid  a  surplus  labor  force-drags 
wages  down.  If  Mexico  becomes  tiie  stan- 
dard by  whrch  to  measure  U.S.  wages,  the 
activities  that  "will  tend  to  migrate  from  the 
United  States  to  Mexkx)  (1 993:  1 3)'  could 
be  tfiose  at  the  core  of  the  manufacturing 
base  and  the  U.S.  middle  class,  among  the 
most  highly  pakl  production  jobs  in  the 
economy. 

These  developments  in  MexKO  come  at 
a  time  of  growing  income  polarization  in  the 
U.S..  Overall,  U.S.  workers  have  seen  real 
houriy  earnings  in  manufacturing  slip  by 
over  6  percent  since  1979  (BLS-A,  1993). 
The  bottom  end  of  the  scale  has  fallen  even 
more  dramatically  »  tiie  proportk)n  of  full- 
time  wori<ers  unat>le  to  support  a  family  of 
four  above  the  poverty  Erie  rose  from  12  to 
18  percent  during  the  1980's  (OTA,  1993: 
3).  And  tiie  abifity  of  organized  labor  in  the 
U.S.  to  exert  countervaiTing  pressures  to 
these  trerids  is  also  fimited  given  the  slip- 
page of  unk>n  representation  to  less  than  1 2 
percent  of  the  private  sector  work  force. 
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The  movement  of  even  a  fimited  number 
of  plants  to  Mexico  could  press  down  on 
wage  levels  over  far  tiroader  ecorxxnic 
sectors  through  a  powerful  demonstration 
affecl  A  single  plant  thiat  moves  to  Mexico 
in  a  given  firm  or  even  industry  would  have 
a  chilling  effect  on  wages  and  working 
conditions  in  the  plants  that  are  not  moved, 
exerting  downward  pressure  through  ex- 
ample. 

A  1992  WsUI  Street  JoumaJ  poll  under-  ~ 
scored  this  point  One-quarter  of  almost 
500  corporate  executives  polled  admitted 
that  they  are  either  "very  likely"  or  'some- 
what likely'  to  use  the  treaty  as  a  t)argaining 
chip  to  hold  down  wages,  and  at>out  40 
percent  indicated  that  they  might  move  at 
least  some  production  to  Mexico  within  the 
next  several  years  (1 992,  R-7).  An  Offfce  of 
Technology  Assessment  report  also  con- 
cludes that  'A  NAFTA  could  reinforce  U.S. 
employers'  efforts  to  compete  using  k>w- 
wage  rather  than  high-wage  strategies,  in- 
creasing direct  competitkxi  with  Mexico 
and  other  developing  countries  on  the  t>asis 
of  wage  levels.'(1 993: 7) 

On  What  Basis  Should  Expanded 
Economic  Integration  Take 
Place? 

Mexkx>  has  demonstrated  the  capability 
to  be  a  high  tech  manufacturing  base  and 
this  capabifity  is  likely  to  exparxJ  conskler- 
ablyintheyearstocome.  Atthe  same  time, 
powerful  institutk)nal  pressures-goverment 
policies  and  a  lack  of  labor  rights  among 
them-have  served  to  undermine  the  ink 


between  productivity  and  wages.  Why 
stKXJkl  companies  invest  in  a  high  ski,  high 
wage  strategy  in  the  U.S.  wfien  a  high  skill, 
low  wage  strategy  is  available  in  Mexico? 
Undertfiese  circumstances,  tfie  factors  ttiat 
drag  down  wages  in  Mexico  coukl  also 
pressure  wages  in  the  U.S.  and  unravel 
programs  tfiat  seek  to  enhance  the  U.S. 
manufacturing  base. 

In  tfie  context  of  an  expanding  Mexican 
domestic  market  and  economic  growth  in 
the  United  States  and  Canada,  increased 
economic  integratk)n  could  t>enefit  all  three 
countries.  To  achieve  these  benefits,  how- 
ever, will  requre  effective,  independent 
mechanisms  ttiat  harmonize  latxx  and  en- 
vironmental starxlards  as  well  as  their  en- 
forcement upward  as  a  preconditbn  for 
more  rapid  economk:  integration.  Unless 
meaningful  provisions  in  a  North  American 
Free  Trade  Agreement  serve  to  repair  the 
linkage  between  productivity  rise  and  wage 
gain  in  Mexico,  tt>e  resultant  pressures  may 
result  in  U.S.  manufacturing  firms  exporting 
jobs  and  importing  wage  levels. 
I  Measures  wfuch  seek  to  foster  higher 

I  labor  standards  and  wages  in  Mexkx)  will 
not  eliminate  Mexico's  potential  for  growth. 
Indeed,  tfiey  coukj  maintain  social  stability 
and  workplace  cooperation  tfiat  win  yiekj  a 
long-term  movemertt  towards  first  worid 
wages.  Moreover,  restoring  the  link  be- 
tween wages  arvJ  productivity  in  Mexkx>  will 
expand  the  consumer  market,  sustain  a 
more  equitable  pattern  of  devetopment. 
and  benefit  bolh  the  US.  and  MexkX). 
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Notes 


Tor  further  (fiscussion  of  quantitative  models  see 
'Economic  Models  as  Predictors  of  NARA  Im- 
pacts.* AppendK  SA  in  U.S.  Congress,  Office  of 
Technology  Assessment,  U.S.-MexicoTfade:  Pult- 
iny  Tocathef  or  Pullinq  Apart?,  anc  imes  O. 
Starrford,  'C.G.E.  Models  of  North  American  Free 
Trade:  A  Critique  of  Methods  anti  Assumptions,' 
Testimony  to theU.S.IrternationalTrade Commis- 
sion PUtAic  Hearing  on  Economy-Wide  Modeling  of 
the  Economic  Implicalions  of  Free  Trade,  Investi- 
gation No.  332-317.  April  1992. 

'James  O.  Stanford  of  ttie  Brookings  Institution  is 
currently  developing  a  model  wfiich  relaxes  the 
common  assunptions  concerning  fuil-empioy  merit 
and  acknowledges  that  U.S.  and  Mexican-pro- 
duced goods  may  compete,  rather  than  simply 
complement  each  other.  In  additkxi,  the  riHDdel 
places  a  heavier  emphasis  on  tfie  way  institutksns 
affect  income  detritxixm. 

HTiis  data  is  tased  on  the  J.D.  Power  and  Associ- 
ates '1 992  Earty  Buya  arxl  New  Car  Initial  Quality 
Study.'  It  is  the  company's  policy  rxjt  to  putJiish  the 
names  of  plarts  in  tfw  txsttom  half  of  the  survey. 

In  terms  of  assemtjiy  plant  productivity,  one  rough 
measure  of  effKiency  is  the  number  of  vehicles 
produced  per  worker.  Using  ttiis  index,  out  of  31 
U.S.-owned  automoUe  assemtily  plants  in  North 
Amerca,  Hermosilk)  ranks  twelflh  (Hartxxjr,  1993: 
45).  This  measure,  however,  understates 
Hermosillo's  potentiai  sirKe  the  tow  wage  rates 
decouagetfie  use  of  automatkmwtiichwoukJ  likely 
raise  the  plarTs  output  per  worker. 

HTiese  Ciemex-Wefa  projectkvis  also  can  for  the 
import  of  1 80,000  passenger  cars  in  ttie  year  2000. 
The  Mexk»i  gcM«mment  predkrts  that  exports  will 
reach  700,000  units  tiy  1 999. 

The  average  educational  level  for  Meodcans  over 
1 5  years  oM  was  6  3  years  in  1 989-90  (OTA.  1 992: 
101).  AccordKigtotfieOTA.*t]ecaus8nomorettian 
SO  to  60  percent  of  Mexican  ctMren  ervol  in 
secorxlary  school,  conpared  wih  95  percert  here, 
ttie  disparity  inworkforoeskllstwtween  Mexico  and 
the  United  States  wO  not  ctose  in  the  near  future. 
But  educatkm  is  only  a  starting  poinL  Onthashop 


fkxx  and  in  the  front  office,  practtod  skills  aid 
experience  count  for  more  than  years  of  schooling 
(100).- 

'In  1992.  the  total  annual  compensation  cost  for 
hourly  workers  was  $39.64  at  Chrysler,  $39.16  at 
Ford,  and  $42.21  at  General  Motors  (see  annual 
reports). 

'Japanese  plants  that  achieve  these  productivity 
levels  are  far  more  capital  intensive.  The  consider- 
atile  additional  cost  of  this  technology  is  not  in- 
duded  in  these  calculations. 

The  cost  of  shipping  components  over  kng  supply 
lines  such  as  this  can  tie  consideratsle  tx/t  the 
Japanese-owned  plants  intheU.S.seemtodo  well, 
despite  the  fact  that  their  supply  tines  stretch  to 
Japan  itself. 

'The  Aguascalientes  plart  is  organized  by  an 
affiliate  of  the  CTM  while  the  Cuernavaca  plant  is 
represented  by  an  independert  union.  The  $1.76 
figure  for  Cuemavaca  is  an  average  of  latxx  grades 
5-8,  in  whKh  most  workers  fall,  and  was  negotiated 
in  April  1993.  The  $1 .20  rate  for  Aguascalientes  is 
an  average  of  grades  2a  and  b  for  operators  in  the 
engine  plant  and  was  negotiated  in  Janusvy  1993. 
Informatkxi  on  wages  from  phone  interviews  with 
unions  in  both  plants. 

"This  productivity  gain  is  calculated  from  a  dWerent 
data  series  published  by  Banco  de  Mexioo.  The 
Sanco  measures  average  productivity  per  worker 
by  setting  1968  equal  to  100.  The  index  tfien  rises 
to  1 08.6  in  1 990  and  1 21 .3  in  1 992.  fa  a  1 2  percent 
gam  (Banco  de  Mexico,  1992:  24). 

'It  we  use  Sanco  de  Afaodico  data  for  reel  compen- 
s^ion.  with  1988  set  at  100,  compensatton  went 
from  1 1 2.4  in  1 990  to  1 29.3  in  1 992.  for  a  rise  of  1 S 
percent  Since  productivity  rose  12  percent  during 
this  period,  accordbig  to  the  Sarico  data  series,  real 
wages  would  have  been  74percenthigfierttianttiey 
were  in  1982.  if  wages  had  foMowed  productivity. 
This  nuntfwr  is  derived  from  Itia  Bureau  of  Laba 
Statistics  datafromig80to1990and  tfie  precentage 
inaease  of  the  Banco  da  Alsxto  data  from  199010 
1992. 
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Mr.  Peterson.  I  want  to  ask  one  thing.  On  the  direct  costs,  you 
said  it  was  $700  difference? 

Mr.  Shaiken.  Yes. 

Mr.  Peterson.  In  Mexico,  do  they  have  to  pay  health  care?  Isn't 
there  also  a  difference  between  health  care  in  this  country?  Isn't 
there  a  lot  more  health  care  in  a  car  here  than  in  Mexico? 

Mr.  Shaiken.  Yes.  That  is  a  significantly  higher  figure  in  the 
United  States.  That  figure  on  health  care  is  part  of  the  total  com- 
pensation cost  of  $40  an  hour.  I  have  added  that  in.  Health  care 
on  both  sides  are  accounted  for.  In  fact,  all  costs  are  accounted  for 
on  both  sides. 

Mr.  Peterson.  Mr.  Reynolds,  we  appreciate  your  being  with  the 
committee. 

STATEMENT  OF  ALAN  REYNOLDS,  SENIOR  FELLOW  AND 
DIRECTOR,  ECONOMIC  RESEARCH,  THE  HUDSON  INSTITUTE 

Mr.  Reynolds.  Thank  you,  Mr.  Chairman.  It  seems  to  me  there 
has  been  a  lot  of  unnecessary  guesswork  and  speculation  about 
what  has  been  happening  to  industrial  wages,  benefits,  productiv- 
ity and  employment  in  Mexico,  unnecessary  because  facts  are  read- 
ily available  both  from  the  United  States  Government  and  the 
Mexican  Grovemment.  Yet  people  cite  such  academic  journals  as 
Business  Week.  Actually  the  graphs  in  Business  Week  were  accu- 
rate but  the  person  who  wrote  the  story  did  not  look  at  them. 

I  focus  in  my  testimony  on  the  period  from  1987  to  1992.  The 
reason  for  that  is  twofold:  One,  the  pacto  began  in  1988.  The  ques- 
tion is  what  affect  has  it  had  in  controlling  wages  and  compensa- 
tion. 

Two,  there  were  massive  devaluations  in  Mexico  from  1982  to 
1987,  and  we  know  when  that  happens  converting  back  into  dollars 
becomes  extremely  suspect. 

At  the  present  time,  last  year  specifically,  the  IMF  estimates 
that  purchasing  power  parity,  that  is  buying  power  of  Mexican  in- 
comes, has  almost  doubled  what  the  figures  would  suggest.  Living 
costs  are  simply  lower.  In  a  devaluation  period,  it  does  not  affect 
the  cost  of  housing  so  it  doesn't  tell  you  very  much  about  what  is 
really  going  on. 

Now  what  the  data  shows  from  1987  to  1992 — I  have  brought 
with  me  an  enlargement  from  a  graph  in  my  prepared  statement 
which  I  would  like  to  have  introduced  into  the  record. 

Mr.  Peterson.  Without  objection,  it  is  so  ordered. 

Mr.  Reynolds.  What  this  graph  shows  is  the  United  States  data 
and  I  will  tell  you  about  the  Mexican  data. 

The  United  States  data  shows  an  average  growth  of  wages  and 
benefits  in  Mexico,  and  these  are  in  United  States  dollars,  of  18.5 
percent  a  year.  Dollar  wages  have  doubled  in  this  period.  The 
Mexican  figures  show  an  increase  of  32.5  percent  per  year. 

From  either  of  those  figures  we  subtract  productivity  gains.  I  use 
BLS  figures  through  1990.  I  don't  have  them  after  that,  so  I  use 
Banco  de  Mexico.  Those  productivity  gains  average  4.9  percent.  If 
you  subtract  that  from  compensation,  the  figures  would  suggest 
unit  labor  costs  have  been  rising  at  13.6  percent  a  year. 
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If  you  use  the  Mexican  numbers,  they  have  been  rising  at  27.6 
percent  a  year.  The  difference  between  the  two  figures  is  what  the 
BLS  calls  omitted  items  of  compensation. 

BLS  cannot  keep  tract  of  the  perks  in  every  single  country.  It 
tries  to  come  up  with  the  basic  benefits.  In  Mexico,  they  are  called 
prestaciones.  They  are  important  and  they  can  count  for  one-third 
to  one-half  of  pay.  We  cannot  omit  benefits  because  they  are  both 
a  cost  to  the  employer  and  a  benefit  to  the  worker. 

These  prestaciones  include  mandatory  profitsharing  of  10  percent 
of  profits  paid  out  as  an  annual  bonus  in  cash,  free  or  subsidized 
lunches,  transportation,  and  coupons  for  such  things  as  groceries; 
you  redeem  them  at  the  grocen^  store  for  food,  like  private  scrip. 

Whether  you  use  the  United  States  or  the  Mexican  numbers,  the 
only  sensible  question  that  remains  about  the  effect  of  the  pacto  on 
labor  costs  in  Mexico  is  have  those  labor  costs  merely  been  soaring, 
as  the  United  States  data  suggests,  or  have  they,  in  fact,  been  truly 
exploding? 

If  we  want  to  take  a  particular  example,  there  are  a  lot  of  par- 
ticular industry  examples  in  Professor  Shaiken's  statement.  The 
Ford  plant  in  Hermosillo  suffered  a  17-day  strike  recently  and  the 
result  was  an  increase  in  wages  of  14  to  16  percent.  Inflation  in 
Mexico  is  10  percent  and  falling,  so  that  is  a  substantial  real  wage 
gain,  one  of  many. 

Anecdotal  impressions  about  any  single  plant  cannot  tell  us  any- 
thing at  all  about  overall  competitiveness  of  an  economy  in  either 
labor  or  capital  costs.  Mexican  unit  labor  costs  were  about  4  per- 
cent lower  than  the  United  States  in  1990.  They  were  about  the 
same  in  1991  on  average,  not  in  every  plant. 

The  data  suggests  that  the  unit  labor  costs  were  higher  in  Mex- 
ico in  1992  and  1993.  If  so,  the  United  States  is  now  the  cheap 
labor  country,  which  might  explain  why  General  Motors  moved 
Cavalier  back  to  the  United  States,  why  recent  engine  plants  such 
as  the  North  Star  engines  of  the  Cadillac  and  the  Ford  similar  en- 
gine have  been  sited  in  the  United  States,  why  Mercedes  and  BMW 
picked  North  Carolina  and  not  Yucatan  to  site  their  new  plants,  et 
cetera. 

It  takes  almost  five  Mexican  workers  to  match  the  output  of  one 
U.S.  worker,  but  they  are  paid  more  than  one-fifth  as  much,  not 
one-tenth,  once  you  account  for  the  very  important  perks  that  they 
get. 

Now  if  that  seems  unusual  or  hard  to  believe,  it  is  probably  the 
only  way  we  could  possibly  explain  four  things  that  have  happened 
in  labor.  One,  Mexico's  trade  deficit  was  $25.9  billion  last  year.  The 
deficit  with  the  United  States  alone  in  manufactured  goods  alone 
is  variously  estimated  at  $7.5  billion  to  $15  billion,  depending  on 
whether  you  use  United  States  or  Mexican  data. 

Again,  Mexican  data  are  probably  better  because  countries  take 
better  care  of  watching  what  comes  in  than  what  goes  out. 

Two,  Mexico's  consumer  spending  was  up  5.9  percent  in  real 
terms,  inflation-adjusted  terms,  last  year.  It  is  hard  to  reconcile 
that  with  weak  income  growth. 

Three,  United  States  direct  investment  in  Mexico,  which  was  al- 
ways small  and  weak,  has  gotten  smaller  and  weaker,  falling  to 
$1.25  billion  last  year,  while  Mexico's  direct  investment  in  the 


73 

United  States,  buying  and  building  plants  in  the  United  States, 
has  increased  to  almost  half  a  billion  dollars  last  year. 

Moreover,  the  manufacturing  sector's  share  of  foreign  direct  in- 
vestment has  been  falling  for  years.  This  is  pointed  out  in  the  GAO 
report.  It  was  89  percent  of  all  foreign  direct  investment,  United 
States  and  otherwise,  in  1984  and  fell  to  27  percent  by  1991.  The 
kind  of  direct  investment  that  is  going  on  is  building  shopping 
malls,  an  Indiana  firm  by  the  way,  building  fast  food  restaurants, 
building  hardware  stores  that  sell  U.S.  goods  and  building  U.S.  ho- 
tels. This  does  not  take  any  jobs  from  the  United  States,  obviously 
it  creates  some. 

The  fourth  thing  that  is  only  consistent  with  soaring  unit  labor 
costs  in  Mexico  is  falling  employment  in  Mexican  manufacturing. 

If  we  must  cite  Business  Week,  a  later  issue  pointed  out  that 
manufacturing  employment  in  Mexico  is  down  5.6  percent  this 
year.  Last  year,  it  fell  by  3.9.  That  is  important  because  when  we 
are  talking  about  productivity  there  are  two  ways  to  get  productiv- 
ity up.  One  is  to  raise  output  and  the  other  is  to  cut  unemploy- 
ment. We  call  that  "restructuring."  Mexico  has  been  faced  with 
enormous  restructuring,  particularly  in  textiles  and  in  metals. 

There  was  a  5.9  percent  rise  in  Mexican  productivity  last  year, 
but  only  a  1.8  percent  increase  in  manufacturing  output.  How  do 
we  reconcile  those  two?  Manufacturing  employment  fell  by  3.9  per- 
cent. 

If  that  is  stealing  jobs,  Mr.  Chairman,  if  they  keep  stealing  them 
at  that  rate  there  won't  be  any  left.  In  fact,  Mexican  manufacturing 
employment  has  gone  nowhere  for  a  decade,  except  flat  or  down. 
Maquiladora  employment  has  risen  to  about  530,000,  but  the 
maquiladoras  will  be  rendered  extinct  by  NAFTA. 

Now  I  do  not  deny  that  Mexico  can  and  does  assemble  quality 
televisions  and  automobiles  from  United  States  parts.  Nobody  de- 
nies that.  Oualitv  is  not  a  measure  of  productivity  and  quality  in 
this  case  is  largely  because  they  are  consisting  of  U.S.  parts. 

What  we  want  to  ask  in  these  specific  examples  in  Mr.  Shaiken's 
testimony  is  what  does  it  have  to  do  with  NAFTA,  what  does 
NAFTA  change?  Let's  take  auto  engines.  The  United  States  cur- 
rently imposes  no  tariff  at  all  on  Mexican  auto  engines.  Mexico,  on 
the  other  hand,  imposes  a  15  percent  tariff  on  United  States  auto 
engines.  Mexico  enjoys  a  slight  surplus  in  that  trade,  quite  unique 
among  manufactured  goods. 

What  NAFTA  does  is  level  the  playing  field.  Why  would  any  one 
prefer  that  we  keep  Mexico's  tariff  at  15  percent  and  ours  at  zero? 

No.  2,  NAFTA  ends  the  trade  balancing  requirements  in  Mexico 
that  require  that  a  company  have  a  plant  there  in  order  to  import 
any  cars  or  parts.  That  goes  away.  That  is  phased  out. 

Under  current  law,  Mexican  law,  such  a  company  has  to  export 
$1.75  for  every  dollar  it  imports  back  in.  That,  too,  disappears 
under  NAFTA.  So  companies  like  Honda  Accord,  if  they  can  meet 
the  domestic  content  requirement,  Toyota  Camry  of  Kentucky,  can 
export  to  Mexico  for  the  first  time  and  they  won't  have  to  put  a 
plant  down  there  like  GM  and  Ford  and  Chrysler  did  because  of 
these  onerous  Mexican  regulations.  The  regulations  disappear. 

NAFTA  ends  the  domestic  content  rules.  Mexico  requires  that  to 
sell  a  car  in  Mexico,  produced  in  Mexico,  it  has  to  have  36  percent 
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Mexican  parts.  That  is  one  reason  there  has  been  some  parts  busi- 
ness growing  up  down  there.  That  goes  away.  Ironically,  that  par- 
ticular regulation  means  the  famous  Ford  Escort  that  we  have 
heard  so  much  about,  it  cannot  be  sold  to  Mexicans  under  current 
law.  But  under  NAFTA  it  can.  NAFTA  ends  all  special  advantages 
for  maquiladoras.  They  gradually  lose  their  duty  drawback  provi- 
sions, lose  them  immediately  if  they  do  not  sell  to  Mexicans. 

If  you  hate  maquiladoras,  you  should  love  NAFTA.  NAFTA  kills 
the  maquiladoras  as  we  know  them. 

In  conclusion,  I  would  like  to  say  that  the  whole  idea  that  the 
United  States,  the  most  productive  economy  the  world  has  ever 
known,  should  be  afraid  of  competing  on  an  even  basis  with  tiny 
little  Mexico,  of  all  places,  is  simply  ludicrous.  Thank  you. 

Mr.  Peterson.  Thank  you,  Mr.  Reynolds. 

[The  prepared  statement  of  Mr,  Reynolds  follows:] 
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Alan  Reynolds 
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The  Democratic  Study  Center  recently  released  a  paper  entitled  "Myths  About  Mexican 
Workers,"  by  Harley  Shaiken  of  the  University  of  California  at  San  Diego.'  The  main  theme 
of  this  paper  is  that  certain  U.S.  and  Japanese  companies  located  in  Mexico  are  capable  of 
assembling  high  quality  autos  and  televisions.  This  is  not  news.  However,  the  report  correctly 
points  out  that  "these  plants  are  far  from  typical,"  and  "there  have  been  some  spectacular 
failures,  after  which  firms  have  moved  their  plants  back  to  the  U.S." 

The  author's  main  source  appears  to  be  "field  work,"  described  as  "kicking  the  tires  of 
[Mexico's]  most  advanced  plants.  Kicking  the  tires  of  Mexico's  typical  plants  would  yield  quite 
different  results.  Auto  analyst  James  Womack  notes  that  "hundreds  of  plants... are  far  under 
world  scale  and  have  old  and  unsophisticated  equipment... about  what  the  visitor  to  Ford's 
Highland  Park  plant  would  have  seen  in  the  1920s.  "^ 

The  Shaiken  repwrt's  subjective  impressions  are  supplemented  by  purely  "hypothetical" 
cost  comparisons,  which  exclude  "the  considerable  additional  cost  of  [high]  technology."  For 
factual  information,  the  report  relies  heavily  on  dubious  quotes  from  the  popular  press, 
particularly  Business  Week  and  The  New  York  Times. 

The  report's  anecdotal  observations  about  a  few  successful  plants  in  the  auto  and 
television  industries  —  plants  that  existed  long  before  anyone  dreamed  of  NAFTA  -  have  no 
relevance  at  all  to  the  effects  of  NAFTA  on  either  U.S.  or  Mexican  labor  markets.  Indeed, 
many  of  the  U.S.  auto  and  parts  plants  in  Mexico  would  never  have  been  built  there  if  NAFTA 
had  existed  in  the  past.  Current  Mexican  law  provides  four  inducements  to  locate  auto  and  parts 
plants  inside  Mexico  that  would  cease  to  exist  under  NAFTA.  Mexican  laws  that  virtually  forced 
U.S.  auto  companies  to  produce  in  Mexico  rather  than  export  from  the  U.S.  include  (1)  a  trade 
balancing  requirement  that  companies  export  $1.75  for  every  dollar  they  import;  (2)  a 
requirement  that  cars  produced  in  Mexico  have  a  36%  domestic  content  before  they  can  be  sold 
to  Mexicans;  (3)  maquiladoras  that  were  granted  special  exemptions  from  Mexican  tariffs  if  they 
exported  their  output;  and  (4)  formidable  import  quotas  and  tariffs  that  are  still  15-20%  which 
made  it  necessary  to  leap  over  those  trade  barriers  in  order  to  sell  the  rapidly  growing  young  auto 
market  of  Mexico.  All  of  these  forced  investment  schemes  disappear  under  NAFTA,  making 
it  far  more  attractive  to  simply  export  vehicles  and  parts  to  Mexico  from  the  U.S.  and  Canada. 

Shaiken  puts  considerable  emphasis  on  Mexican  production  of  auto  engines  and  assembly 
of  the  Ford  Escort  and  Mercury  Tracer  in  Hermosillo.  These  examples  are  actually  quite  ironic, 
since  NAFTA  would  surely  increase  the  relatively  competitiveness  of  U.S.  products  in  these 
industries,  while  ending  current  advantages  of  producing  in  Mexico.  Under  current  law,  exports 
of  Mexican  auto  engines  to  the  U.S.  face  a  zero  tariff,  while  exports  of  U.S.  engines  to  Mexico 
are  handicapped  by  a  15%  tariff.     NAFTA  could  not  possibly  result  in  increased  U.S.  imports 
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of  Mexican  auto  engines,  since  the  U.S.  tariff  is  already  at  zero!  But  NAFTA  would  quite 
certainly  increase  exports  of  U.S.  engines  to  Mexico,  since  NAFTA  would  bring  Mexico's  tariff 
down  to  zero  too. 

Under  current  Mexican  law,  it  is  illegal  to  sell  the  Ford  Escort  and  Mercury  Tracer 
to  Mexicans,  because  these  cars  have  a  U.S.  content  of  more  than  75  %  (which  largely  accounts 
for  their  high  quality),  while  Mexican  law  requires  a  36%  Mexican  content.  Under  NAFTA, 
such  domestic  content  laws  would  be  illegal,  so  that  this  car,  which  is  predominantly  composed 
of  U.S.  parts,  would  become  available  to  the  rapidly  growing  Mexican  market.  NAFTA  would 
also  phase-out  Mexico's  trade-balancing  requirement,  which  (in  the  absence  of  NAFTA)  will 
otherwise  continue  to  ban  exports  of  four  high-quality  U.S. -built  cars  cited  in  Shaiken's  Figure 
2.  Because  only  one  Japanese  auto  company  (Nissan)  has  a  plant  in  Mexico,  all  others  will  never 
be  permitted  to  export  to  Mexico  unless  NAFTA  passes,  including  Honda  Ohio,  Suburu  Indiana, 
Toyota  Kentucky  and  Mitsubishi  Illinois  (even  though  some  of  these  models  already  have  a 
higher  U.S.  content  than  some  so-called  "American"  cars). 

Shaiken  also  notes  that  Sony  and  Sanyo  assemble  televisions  in  Tijuana,  as  well  as  in  the 
U.S..  But  Japanese  companies  have  been  producing  televisions  in  Mexico  (and  the  U.S.)  for 
many  years  -  a  location  decision  that  obviously  had  nothing  to  do  with  NAFTA.  The  real 
significance  of  the  relocation  of  Japanese  television  companies  to  Mexico  is  that  very  few 
televisions  are  now  exported  from  Japan  to  the  U.S.  And  the  Mexican  television  plants,  unlike 
their  Japanese  parents,  use  picture  tubes  and  other  key  parts  manufactured  in  the  U.S. 
Moreover,  many  consumers  electronics  companies  have  been  among  the  "spectacular  failures" 
in  Mexico,  such  as  Admiral,  RCA  and  Philco.  Meanwhile,  Mitsubishi  instead  chose  to  produce 
its  expensive  giant  televisions  in  the  U.S.  (just  as  BMW  and  Mercedes  recently  chose  to  build 
new  plants  in  the  U.S.).' 

Shaiken  somehow  considers  it  an  advantage,  rather  than  a  high  start-up  cost,  that  Mexican 
auto  workers  require  four  months  of  training  before  they  work,  compared  with  one  of  two  weeks 
for  U.S.  workers  in  Japanese  transplants.  He  quotes  a  New  York  Times  article  to  the  effect  that 
"the  supply  of  skilled  workers  [in  Mexico]  is  still  greater  than  the  demand  for  their  skills."  This 
is  quite  untrue.  A  survey  of  businesses  in  Mexico  notes  that  "companies  persist  in  pointing  out 
the  great  scarcity  of  labor  (31.9%),  poorly  trained  labor  (33.6%),  and  high  costs  (19.7%)  as  the 
main  obstacles  they  face."  As  Shaiken  himself  points  out  "no  more  than  50  to  60  percent  of 
Mexican  children  enroll  in  secondary  school,  compared  with  95  percent  here."  No  serious 
student  of  the  Mexican  economy  could  possibly  deny,  as  New  York  journalists  can,  that  the 
shortage  of  even  semi-skilled  labor  is  a  chronic  and  serious  bottleneck  in  Mexico. 

Shaiken  asserts  that  Mexican  productivity  is  "equal  or  better"  than  that  of  the  U.S., 
though  only  in  a  few  "far  from  typical"  plants.  He  apparently  arrives  at  this  conclusion  by 
confusing  product  quality  with  labor  productivity:  "Though  productivity  and  quality  are  world 
class,"  he  claims,  "workers  remain  low  paid."  Yet  the  claim  of  "world  class"  productivity  is 
unsupported  by  any  evidence,  not  even  for  a  single  plant.  The  only  evidence  offered  to  support 
this  claim  deals  with  the  productivity  of  machines,  rather  than  the  productivity  of  labor.    The 
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"machine  yield"  in  Mexican  auto  engine  plants,  says  Shaiken,  nearly  matched  that  of  the  U.S. 
after  seven  years.  As  he  says,  though,  this  is  "a  measure  of  the  productivity  of  technology  in 
a  capital  intensive  plant."  It  provides  no  information  whatsoever  about  labor  productivity, 
employment  or  compensation  in  this  or  any  other  Mexican  plant,  much  less  for  the  Mexican 
economy  as  a  whole. 

There  are,  of  course,  many  other  costs  other  than  labor  costs,  particularly  in  the  sort  of 
capital-intensive  plant  that  Shaiken  describes.  Even  in  the  relatively  labor-intensive  textile 
industry,  the  U.S.  International  Trade  Commission  reports  that  "the  costs  of  textile  mill 
production  in  Mexico  are  25  to  150  percent  higher  than  in  the  U.S."'' 

Pat  Choate's  monograph  "Jobs  at  Risk"  found  only  5.9  million  U.S.  jobs  in  which  labor 
costs  exceeded  20%  of  total  costs.'  The  Choate  report  is  fatally  flawed,  because  it  fails  to  show 
how  the  industries  in  which  there  are  supposedly  "jobs  at  risk"  (including  space  vehicles!)  would 
be  affected  by  NAFTA.  Yet  the  fact  that  he  could  only  come  up  with  5.9  million  reveals  what 
we  already  know  -  namely,  that  labor  costs  in  most  modern  industries  amount  to  less  than  20% 
of  costs.  The  Choate  list  does  not  include  autos  or  auto  parts,  for  example,  since  labor-intensive 
plants  cannot  possibly  compete  with  robots,  regardless  of  wages.  Jobs  in  the  largest  U.S 
industries  included  in  the  Choate  study  -  such  as  industrial  machinery,  instruments,  fabricated 
metals  and  aircraft  —  are  not  "at  risk"  at  all.  On  the  contrary,  they  are  industries  with  large  and 
growing  exports  to  Mexico,  which  would  enjoy  even  faster  export  growth  if  NAFTA  reduced 
Mexican  tariffs  of  13-20%  on  many  industrial  goods  [see  Appendix  B].  Unlike  Mexico,  the 
U.S.  imposes  trivial  or  zero  tariffs  on  these  products,  so  NAFTA  can  only  expand  exports,  not 
imports.  The  average  Mexican  tariff  on  machinery  and  equipment  is  over  11%,  for  example, 
while  comparable  U.S.  tariffs  range  from  0.1%  to  2.1%.  Printing  and  publishing  supposedly 
accounts  for  nearly  1.2  million  of  the  so-called  "jobs  at  risk,"  for  example,  though  there  is  no 
U.S.  tariff  at  all  on  Mexican  printing  and 
publishing,  therefore  nothing  that  could 
possibly  be  affected  by  NAFTA. 


For  the  labor  component,  the 
relevant  comparison  between  the  U.S.  and 
Mexico  is  total  unit  labor  costs  (including 
benefits)  expressed  in  U.S.  dollars. 
Shaiken  instead  compares  only 
compensation  between  the  U.S.  and 
Mexico  (his  Figure  4),  or  he  compares 
Mexico's  productivity  with  "real  wages" 
(his  Figure  3).  Regarding  the  latter 
measure,  our  first  graph  shows  that  real 
wages  have  more  than  kept  pace  with 
productivity  in  recent  years.  But  this 
reveals  almost  nothing  about  relative  unit 
labor    costs.    Any    U.S.    manufacturer 
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considering  production  in  Mexico  cares  about  total  compensation  costs  per  unit,  in  U.S.  dollars, 
not  about  whether  Mexican  wages  have  kept  pace  with  Mexico's  consumer  prices  (i.e., 
Shaiken's  "real  wages"). 


on  Mexican  compensation,  exclude  the  cost  of  many 
prestaciones"),  including  mandatory  sharing  of  10% 


HOURLY  COMPENSATION; 
MANUFACTURING  (in  U.S.  dollars) 

aU.S.        aMEXICO 


Wages  alone,  as  well  as  most  figures 
of  Mexico's  notoriously  generous  benefits  (" 
of  profits  plus  such  things  as  free 
lunches,  transportation  and  coupons  used 
to  buy  food.  The  U.S.  Bureau  Labor 
Statistics  measure  of  compensation  is 
superior  to  wages  alone,  but  nonetheless 
explicitly  excludes  many  of  these 
benefits,  which  would  add  about  an  extra 
dollar  per  hour.*  As  the  second  graph 
shows,  however,  even  the  narrow  BLS 
measure  of  Mexican  compensation  has 
been  rising  much  faster  that  U.S. 
compensation,  when  both  are  measured 
in  dollars.  Indeed,  the  BLS  measure  of 
Mexican  compensation  has  doubled  in  the 
past  five  years,  in  dollars,  and  Mexican 
estimates  that  try  to  include  all  perks 
have  increased  by  164%. 

As  the  BLS  measures  it,  Mexican  compensation  in  manufacturing  increased  by  18.5%  a 
year  from  1987  to  1992,  compared  with  average  annual  productivity  gains  of  4.9%  (using  Banco 
de  Mexico  estimates  for  1991-92).   This  suggest  that  Mexican  unit  labor  costs  have  been  rising 
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by  at  least  13.6%  a  year  in  dollars,  compared  with  almost  no  increase  at  all  for  unit  labor  costs 
in  U.S.  manufacturing  (only  9%  from  1982  to  1992). 


Unit  labor  costs  have  clearly  been 
rising  very  rapidly  in  Mexican 
manufacturing.  But  the  rate  of  change 
tells  us  nothing  about  the  relative  levels  of 
U.S.  and  Mexican  unit  labor  costs  in  any 
given  year.  Daniel  Oks  and  Sweder  van 
Wijnbergen  of  the  World  Bank  made  such 
a  comparison  for  1991,  by  using  Mexican 
data  on  total  compensation,  including  many 
frequently  uncounted  benefits.  They  found 
that  such  a  broadened  measure  of 
compensation  costs  was  4.7  times  higher  in 
the  U.S.  than  in  Mexico,  while  U.S. 
manufacturing  productivity  was  lilfewise4. 6 
times  higher  in  the  U.S.'  In  other  words, 
unit  labor  costs  in  the  U.S.  and  Mexico 
were  virtually  identical  in  1991.  It  took 
nearly  five  Mexican  workers  to  match  the 
output  of  one  U.S.  worker,  so  the  U.S. 
workers  were  paid  nearly  five  times  as 
much.  Since  1991,  though,  with  unit  labor 
costs  rising  in  Mexico  and  falling  in  the 
U.S.  (thanks  to  big  productivity  gains),  the 
U.S.  has  probably  enjoyed  a  slight  labor 
cost  advantage  over  Mexico. 

The  relatively  high  and  rapidly 
increasing  unit  labor  costs  in  Mexican 
manufacturing  help  account  for  the  huge  and 
growing  deficit  that  Mexico  has  been 
experiencing  in  trade  in  manufactured  goods 
with  the  United  States,  which  amounted  to 
nearly  $15  billion  in  1992,  according  to 
economist  Rogelio  Ramirez  de  la  O. 

High  and  rising  unit  labor  costs  may 
also  explain  why  U.S.  direct  investment  in 
Mexico,  which  was  never  significant,  fell 
further  in  1992,  while  Mexican  direct 
investment  in  the  U.S.  rose.  Moreover, 
two-thirds   of   U.S.    direct   investment   in 
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Mexico  has  been  in  business  and  financial  services,  shopping  centers,  hotels,  retail  stores  and 
restaurants  —  investments  that  enlarge  rather  than  reduce  U.S.  employment. 

High  and  rising  unit  labor  costs  in  Mexico  also  explain  the  severe  decline  in 
manufacturing  employment  in  that  country.  Trade  liberalization  has  forced  painful 
"restructuring"  in  Mexican  industry,  with  competition  from  U.S.  goods  (and  imports  of  U.S. 
labor-saving  devices)  resulting  in  massive  job  losses,  particularly  for  blue  collar  workers  in  the 
manufacturing  sector.  Indeed,  much  of  the  rise  in  Mexican  productivity  in  manufacturing  has 
been  due  to  flat  or  falling  employment  rather  than  rising  production.  There  is  more  output  per 
worker  because  there  are  fewer  workers.  In  1992,  manufacturing  employment  in  Mexico  fell  by 
3.9%,  accounting  for  most  of  the  5.9%  increase  in  productivity. 


Mexico  employs  only  2.4  million  people  in  its  manufacturing  sector,  a  figure  that  has  not 
increased  in  a  decade,  and  only  531,000  in  maquiladoras  as  of  November  1992.  If  this  was 
"stealing  jobs"  from  Americans,  those  jobs  are  quite  invisible   in  Mexico. 

Another  irrelevant  set  of  statistics  in  the  Shaiken  report  (his  Figures  4  and  5)  is  the 
graphing  of  wage  trends  going  back  as  far  as  1975  or  1979.  This  is  extremely  misleading,  due 
to  numerous  large  devaluations  of  the  peso  from  1982  to  1987,  which  makes  Mexican  pay  before 
that  period  look  artificially  high  when  converted  to  dollars  (the  peso  was  grossly  overvalued), 
and  artificially  low  when  the  peso  collapsed.  The  exchange  rate  is  a  notoriously  poor  measure 
of  purchasing  power,  since  devaluation  mainly  affects  the  costs  of  traded  goods,  not  such 
important  items  in  the  family  budget  as  housing  costs.  The  IMF  has  adjusted  Mexico's  national 
income  (GDP)   for  purchasing  power 
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INCREASES  IN  MANUFACTURING  WAGES 
COMPARED  WITH  INFLATION  IN  MEXICO 


parity,  and  finds  it  to  be  nearly  twice  as 
large  as  would  be  implied  by  expressing 
peso  incomes  in  terms  of  dollars.*  The 
purchasing  power  of  Mexican  wages  and 
benefits  is  likewise  apt  to  be  nearly  twice 
as  large  as  the  dollar  figures  suggest. 

Although  measuring  Mexican 
wages  in  dollars  makes  it  look  as  though 
they  collapsed  with  every  big  devaluation 
up  to  and  including  1987,  the  last  graph, 
comparing  Mexican  wages  to  inflation, 
shows  otherwise.  This  comparison  also 
shows  the  actual  objective  and  result  of 
the  "Pacto."  It  would  not  have  been 
possible  for  Mexico  to  bring  inflation 

down  from  nearly  150%  to  less  than  15%  if  wage  contracts  had  continued  to  promise  pay 
increases  above  100%.  That  would  have  meant  that  soaring  labor  costs  (in  pesos)  could  not  have 
been  recovered  in  comparable  price  increases.  The  "Pacto"  committed  the  government  to  a  slow 
pace  of  devaluation,  on  the  condition  that  unions  would  agree  not  strike  for  100%    annual  pay 
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hikes.  It  was  a  matter  of  de-indexing,  so  that  wages  would  not  keep  rising  because  of  last  year's 
price  increases.  There  was  never  any  way  enforcing  binding  controls  on  either  wages  or  prices 
under  the  Pacto,  only  guidelines,  jawboning,  and  moral  suasion. 

Shaiken's  graphs  showing  a  decline  in  the  dollar  value  of  Mexican  wages  from  1980  to 
1987  (when  productivity  was  also  flat  or  falling)  are  somehow  used  to  suggest  that  the  Pacto  has 
"snapped  the  link  between  rising  productivity  and  improved  wages"  and  put  "severe  downward 
pressure  on  wages  in  manufacturing. "  Yet  the  Pacto  came  long  after  this  somewhat  illusory  drop 
in  Mexican  wages,  and  compensation  has  risen  ever  since  the  Pacto  began  -  both  in  real  terms 
and  in  dollars.  After  the  initial  success  in  bringing  inflation  way  down  in  1989,  there  is  no 
evidence  whatsoever  that  the  Mexican  government  has  effectively  restrained  any  overall  measure 
of  wages  or  compensation.  If  jawboning  of  wages  was  ever  effective  in  the  case  of  a  few  large 
firms,  the  apparent  result  has  simply  been  to  cause  workers  to  move  to  other  firms  or  industries 
that  were  offering  better  pay.  Shaiken  claims  the  Pacto  has  "depressed  wages  in  [Mexican] 
manufacturing,"  but  even  his  own  flawed  figures  show  that  this  is  not  true.  On  the  contrary, 
compensation  has  risen  quite  rapidly  in  Mexico  in  the  past  five  years,  much  faster  than 
productivity.  And  the  resulting  increase  in  unit  labor  costs  has  contributed  to  declining 
employment  in  Mexican  manufacturing,  declining  net  direct  investment  in  Mexico,  and  soaring 
imports  of  U.S.  manufactured  goods. 

Shaiken  makes  equally  curious  claims  about  the  U.S.  He  says  "U.S.  workers  have  seen 
real  hourly  earnings  in  manufacturing  slip  by  over  6  percent  since  1979."  The  source  of  this 
claim  is  not  listed  among  the  references.  However,  it  obviously  excludes  benefits,  even  though 
typical  health  and  pension  benefits  have  become  much  more  generous  since  1979,  and  are 
preferred  to  wages  because  they  are  like  tax-free  income.  Although  "since  1979"  is  ambiguous, 
it  appears  to  compare  the  cyclical  peak  of  1979  to  the  recession  of  1990-91 .  Even  if  benefits  are 
properly  included,  it  is  true  that  "average"  U.S.  manufacturing  compensation  did  not  increase 
as  rapidly  as  in  the  service  sector,  though  such  averages  may  not  be  representative  (e.g,  the 
averages  may  have  been  diluted  by  the  influx  of  new  "baby  boom"  workers,  who  are  always  paid 
less  than  experienced  workers).  Contrary  to  popular  nostalgia  about  blue  collar  and  sweat  shop 
jobs,  income  growth  has  been  much  more  rapid  in  financial,  health,  business  and  computer 
services.    And  manufacturing  accounts  for  less  than  16%  of  U.S.  employment. 

Shaiken  also  cites  the  Office  of  Technology  Assessment  (OTA)  report  on  NAFTA,  which 
is  full  of  unsupportable,  even  fanciful  assertions  that  real  wages  and  living  standards  in  the  U.S. 
have  fallen  for  decades  [see  Reynolds  1993].  The  particular  OTA  claim  that  Shaiken  cites  is, 
in  his  words,  that  "the  proportion  of  full  time  workers  unable  to  support  a  family  of  four  above 
the  poverty  line  rose  from  12  to  18  percent  during  the  1980s."  This  is  a  second-hand 

reference  to  a  1992  Census  Bureau  study  which  defined  "the  eighties"  as  Shaiken  does,  starting 
in  1979  rather  than  1980.  Doing  so  conceals  the  inconvenient  fact  that  by  far  the  biggest  decline 
in  real  wages  and  incomes,  particularly  among  the  poor,  occurred  in  a  single  year  -  1980.  Had 
this  and  many  other  income  comparisons  been  from  1980  to  1990,  or  even  1979  to  1989,  the 
results  would  look  much  different.  Despite  this  deceptive  redating  of  decades,  what  the  Census 
study  actually  showed  was  that  (he  percentage  of  low-wane  workers  living  in  poor  families  fell 
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quite  sharply.  Among  husbands  with  such  "low-wage"  jobs,  for  example,  35.7%  were  members 
of  poor  families  in  1979,  but  only  21.4%  in  1990.  It  is  quite  true  that  more  teenagers  living  in 
non-poor  families,  as  well  as  young  singles,  found  more  "low  wage"  jobs  in  the  eighties,  when 
before  they  were  out  of  work  and  therefore  not  counted  in  wage  and  income  averages.  Only 
51.4%  of  single  males  had  full-time  jobs  in  1974,  for  example,  but  61.8%  did  by  1989.'  But 
it  is  absurd  to  judge  such  entry-level  jobs  by  whether  or  not  they  could  support  a  family  of  four. 
Very  few  of  us  could  have  supported  a  family  of  four  on  one  income  at  age  eighteen  or  twenty. 
First  jobs  rarely  pay  much,  but  they  are  better  than  none. 

Conclusion 

Much  of  the  debate  over  NAFTA  has  been  based  on  opinion  and  emotion,  with  facts 
being  either  disregarded  or  amazingly  distorted.  There  are  opinions  that  Mexican  pay  has  been 
artificially  depressed,  while  productivity  has  soared.  In  reality,  this  is  backwards  - 
compensation  costs  have  grown  much  faster  than  productivity,  resulting  in  average  unit  labor 
costs  that  have  soared  to  U.S.  levels  and  possibly  beyond.  There  are  opinions  that  U.S.  direct 
investment  is  huge  and  has  resulted  in  big  employment  gains  in  Mexican  manufacturing.  Again, 
the  facts  are  precisely  the  opposite.  There  are  even  opinions  that  Mexico  is  primarily  a 
"competitor,"  anxious  and  able  to  increase  manufactured  exports  to  the  U.S.,  rather  than  a 
country  with  a  huge  and  rapidly  expanding  appetite  for  U.S.  manufactured  goods.  Once  again, 
such  opinions  cannot  be  reconciled  with  reality. 

The  U.S.  is  by  far  the  most  productive,  competitive  economy  in  the  world.  It  is  baffling 
how  anyone  could  imagine  that  we  should  be  frightened  about  a  mutual  reduction  of  trade 
barriers  with  an  underdeveloped  economy  like  Mexico,  particularly  since  U.S.  trade  barriers  are 
generally  low  on  important  industrial  products  (see  Appendix  A),  while  Mexico's  are  still 
relatively  high. 

It  is  not  possible  to  look  at  the  facts,  as  opposed  to  some  U.S.  journalist's  opinions  or 
even  an  economist's  hypothetical  speculations,  and  still  pretend  to  worry  that  the  U.S.  needs  to 
continue  to  gouge  American  consumers  with  inexcusable  tariffs  on  a  few  trivial  industries  in 
order  to  protect  itself  against  the  supposedly  formidable  competition  of  little   Mexico. 


Additional  research  on  related  topics: 

Alan  Reynolds,  The  Political  Economy  of  a  North  American  Free  Trade  Agreement,  Vancouver, 
Fraser  Institute,  1992. 

Alan  Reynolds,  "The  Politics  and  Economics  of  the  North  American  Free  Trade  Agreement." 
Indianapolis,  Hud.son  In.stitute,  October  1992. 

Alan  Reynolds,  "The  Impact  ot  Nafta  on  U.S.  Jobs  and  Wages"  NAFTA  Summit.  DC.  Brookings 
Institution.  Center  for  Strategic  and  International  Studies,  and  Fraser  In.stitute.  June  28-29,1993 
(to  be  reprinted  in  a  forthcoming  i.ssue  of  International  Economy). 
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Appendix  A 
Selected  Tariffs  or  Tariff-Equivalent  Import  Quotas 


INDUSTRY 

MEXICAN  TARIFF 

U.S.  TARIFF 

Lumber 
and  Wood 

8.7% 

0.5% 

Furniture 
and  Fixtures 

0.9% 

2.2% 

Printing 

and  Publishing 

0.9% 

0.0% 

Rubber  and  Misc. 
Plastics 

9.6% 

5.9% 

Glass 

2.1% 

3.0% 

Fabricated 
Metal 

8.3% 

2.8% 

Machinery  and 
Equipment 

11.1% 

2.7% 

Electrical 
Equipment 

11.1% 

4.5% 

Electronic 
Components 

12.4% 

4.1% 

Motor  Vehicles 
and  Bodies 

21.5% 

2.5% 

Transportation 
Equipment 

13.0% 

2.8% 

Miscellaneous 
Manufactures 

12.7% 

4.4% 

Gary  C.  Hufbauer    &  Jeffrey  J.  Schott,  Norih  American  Free  Trade:  Issues  and  Recommendations, 
In.stitute  for  Inlemational  Economics.  1992 
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Appendix  B 

Exports  to  Mexico  from  U.S.  Industries 
misidentified  as  "At  Risk"  under  NAFTA  in  the  Choate  Report 


MINNESOTA 


INDUSTRY  -AT 
RISK- 

1987  EXPORTS  TO 
MEXICO 

1992  EXPORTS  TO 
MEXICO 

PERCENT  CHANGE 
1987-1992 

Textile  Mill  Products 

$57,000 

$899,000 

1463.9% 

Lumber  and  Wood 
Producu 

$7,000 

$881,000 

11,855.3% 

Furniture  and  Fixtures 

$11,000 

$1,051,000 

9576.9% 

Printing  and  Publishing 

$279,000 

$1,840,000 

560.2% 

Rubber  and  Misc. 
Plastics 

$1,159,000 

597.0% 

$8,076,000 

Stone,  Clay,  and  Class 
Products 

$101,000 

$2,537,000 

2411.4% 

Primary  Metal  Products 

$958,000 

$870,000 

-9.3% 

Fabricated  Metal 
Products 

$1,439,000 

$4,257,000 

195.7% 

Industrial  Machinery 

$41,154,000 

$125,845,000 

205.8% 

Electric  and  Electronic 
Eqpmt. 

$6,858,000 

$30,444,000 

343.9% 

Scientific  and 
Measuring  Instruments 

$2,682,000 

$13,525,000 

404.3% 

Miscellaneous 
Manufactures 

$126,000 

$1,657,000 

1219.9% 

10 
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MICHIGAN 


r           INDUSTRY 
1              'AT  RISK* 

1987  EXPORTS  TO 
MEXICO 

1992  EXPORTS  TO 
MEXICO 

1 

PERCENT  CHANGE 

1987-1992 

Apparel  and  Related 
Products 

$535,000 

$1,368,000 

155.9% 

Lumber  and  Wood 
Products 

$124,000 

$1,393,000 

1024.4% 

Furniture  and  Fixtures 

$2,025,000 

$32,596,000 

1509.4% 

Printing  and  Publishing 

$216,000 

$809,000 

274.0% 

Rubber  and  Misc. 
Plastics 

$8,535,000 

$28,602,000 

235.1% 

Stone,  Clay,  and  Glass 
Products 

$4,919,000 

$3,452,000 

-29.8% 

Primary  MeUl  Products 

$17,223,000 

$48,768,000 

183.2% 

Fabricated  Metal 
Products 

$16,951,000 

$32,662,000 

92.7% 

Inductrial  Machinery 

$129,511,000 

$226,476,000 

74.9% 

Electric  and  Electronic 
Eqpmt. 

$20,313,000 

$94,095,000 

363.2% 

Scientific  and 
Measuring  Instruments 

$7,872,000 

$14,199,000 

80.4% 

Miscellaneous 
Manufacturing 

$253,000 

$9,750,000 

3751.3% 

U.S.  Dept.  ot  Commerce,  U.S.  Exports  to  Mexico:  A  Sute  by  Sute  Overview 
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6.  Mexico's  Institute  of  Statistics,  Geography  and  Information  (INEGI),   estimates  average  overall    1992 
remuneration  in  the  industrial  sector  at  91,407.6  pesos  per  day,  which  would  be  $3.69  an  hour  on  a  typical  8- 
hour  day  (this  appears  to  exclude  a  half  million   maquiladora  workers,  mostly  young  and  unskilled).     The 
comparable    BLS  eslimale  for  1992  is  $2.65,  which  apparently  includes  maquiladoras ,  and  does  not  claim  to 
include  all  benefits.    Since  the  INEGI's  figure  for  1987  was  $1.40  an  hour,  this  shows  a  163.5%  increa.se  in 
broadly-measured  Mexican  labor  costs  from  1987  to  1992,  or  32.7%  a  year  -  nearly  double  the  BLS  increase 
of  18.5%  a  year.     To  be  conservative,  our  graphs  use  BLS  data,  albeit   with  reservations. 

7.  Daniel  Oks  &  Sweder  van  Wijnbergen,  "Mexico  After  the  Debt  Crisis:  Is  Growth  Sustainable?'  D.C.,  World 
Bank  working  paper,  October  1992,  pp.  23-24. 

8.  The  Economist,  May  15,  1993,  p.  83.    On  a  purchasing  power  parity  basis,  Mexico's  GDP  per  person  was 
$6,590  in  1992,  compared  with  an  unadjusted  figure  of  $3,700. 

9.  Alan  Reynolds,  "Upstarts  and  Down.starts,'  National  Review.  August  31,  1992. 
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THE  IMPACT  OF  NAFTA  ON  U^  JOBS  AND  WAGES' 

By  Alan  Reynolds 

.    ■  ^|,Qyt  reducing  trade  barriers.  Opponotts  of  Nafta  are  in  fivor  of  retaining  trade 

wtaidi  means  letting  a  few  politically-e>vored  interest  groups  continue  gouging 

cinM  nobodv  wants  to  put  it  quite  that  way,  they  resort  to  all  sorts  of  nonsensical 
consumers.  »«»«  ••w'*^.? 

that  can  be  easily  dismissed  by  asking  one  sinq>le  question:  'What  does  this  have  to 

do  with  Nafta?" 

The  two  most  polemicaUy  effective  scare  stories  about  Nafta  -  plant  relocatioiK  and 

follins  wages  -  have  been  most  colorfully  expressed  by  Ross  Perot   Rrst,  Perot  claims  Nafta 

would  cause  a  huge  'sucking  sound,'  as  U.S.  businesses  rushed  to  move  plants  to  Mexico, 

causing,  he  says,  as  many  as  5.9  million  jobs  to  be  k>st.  Second,  Perot  argued  that  wages  may 

rise  to  $7  an  hour  in  Mexico,  as  a  result  of  Nafta,  but  also  fall  to  $7  an  hour  in  the  U^. 

What  does  this  have  to  do  with  Nafta?  Why  shoukl  Nafta  make  it  any  more  attractive 
than  it  is  now  for  U.S.  companies  to  kxrate  in  Mexico?  Things  that  Nafta  does  not  change  -  such 
as  the  cost  of  VS.  regulations  or  the  cost  of  Mexican  labor  •  will  not  be  changed  by  Nafta. 
Pointing  to  such  things  makes  no  nKve  sense  dian  suggesting  that  if  Nafta  is  enacted,  people  in 
the  snowbelt  will  move  to  Mexico  to  avoid  the  snow. 

The  notion  that  firms  will  move  to  Mexico  in  search  of  'cheap  labor*  is  an  obvious  rum 
sequitur.  Nafta  will  not  make  Mexican  labor  any  cheaper.  On  the  contrary,  anticipation  of  Nafta 
has  already  helped  to  double  average  compensation  of  Mexican  manufacturing  workers  -  in 
dollars  -  in  only  the  past  five  years. 


'      Director  of  EooiwmkReieactaM  the  Hudson  IiMituiemliidiaiiapola.  TtaeaoilioriiiiidelMedtotheFnMr 
Iiwitute  Nofdi  America  20/20  Project  (brietearch  wappan. 
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As  the  U^.  Bureau  of  Labor  Statistics  measures  it,  hourly  manufacturing  compensation 
averaged  $16.17  in  the  U.S.  in  1992  -  6.9  times  the  Mexican  compensation  of  $235}  However, 
"omitted  items  of  compensation'  in  Mexico  include  compulsory  sharing  of  10%  of  profits  with 
workers,  and  many  other  private  peiia  Cprestaciones")  which  range  fixxn  free  lunches  and 
transportation  to  coupons  that  can  be  redeemed  for  groceries.  These  benefits  typically  add  up 
to  at  least  a  third  of  compensation,  sometimes  half. 

Moreover,  looking  at  Mexican  pay  in  U.S.  dollars  gives  a  misleading  picture  of 
purchasing  power.  The  IMF  recentiy  estimated  that  the  purchasing  power  parity  of  Mexico's  per 
capita  GDP  is  almost  twice  as  la'ge  as  the  dollar  figiue  suggests.'  This  means  total 
compensation  of  $2.35  an  hour,  plus  uncounted  perks,  is  comparable  to  a  U.S.  wage  of  roughly 
$5  an  hour  in  terms  of  buying  power. 

By  using  the  more  accurate  Mexican  statistics  on  actual  compensation  in  that  country,  two 
Workl  Bank  economists  calculate  that  U.S.  nuuiufacturing  compensation  was  acmally  only  4.7 
times  higher  than  in  Mexico  in  1991.  Since  U.S.  manufacturing  productivity  was  4.6  times 
higher  than  in  Mexico,  that  means  productivity-adjusted  compensation  costs  in  1991  were 


1J.S.  Bureai  of  Ubor  Sttiistict,  laenatioiial  Compviioo  of  ManufiKturiBg  Houriy  Coinpfni^inn  CoMi: 
1992.'  U.S.  DeMmngn  of  L«bor  Newt.  Umttt  18. 1993:  In  a  leoer  to  Ro|l.C^  May  17. 1993.  Pa  Ctao«e  Myt 
Mexicaii  ftctoiy  worken  'are  paid  nninwiinatply  S1.13  an  hour.*  Tbere  u  no  way  such  a  aumber  oould  poaiftly 
be  defended.  It  it  like  laying  the  aven|e  bctofy  worker't  wage  in  tbe  U.S.  it  'appronmaiely*  tbe  tame  at  enny- 
levd  wages  in  the  MitiitiippiDelia.  EveainareRaiaricabteitRidiatdRa«fa(ieta'tclaiiii,inXbeAmai^Dgosec^ 
Wimer  1993,  that  'esperieaoe  plainly  tuggeta  that  while  Mexican  productivity  may  grow,  waget  and  puicfaating 
power  may  not  rite.*  In  reality.  Mexican  waaet  and  benefitt  have  been  increaiing  nach  fatter  than  prodiictiviqf  far 
five  yeart. 


^  a  purchasing  power  pvi9  badi.  Mexico't  GDP  per  penon  wat  S6390  in  1992,  ooopared  widi  an  I 
figure  of  S3700.  Since  half  of  Menco't  populaiaa  u  below  age  16,  and  dierefare  not  ia  die  Ubor  fbroe,  real  GDP 
per  worker  it  relatively  Ugh-  The  EconomitL  May  IS.  1993.  p.  83. 
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viitually  identical  in  the  U.S.  and  Mexico.*  It  takes  almost  five  Mexican  workers  to  produce  as 
much  as  one  U^.  worker,  and  therefore  each  Mexican  worker  was  paid  one-fifth  as  much.  It 
is  unit  labor  costs,  not  wages  per  se,  that  determine  the  profiubility  of  hiring  workers  in  the  two 
countries.  If  wages  were  all  that  mattered,  regardless  of  the  quality  of  human  capital,  then  all 
the  best  factories  in  the  world  wouki  have  relocated  to  Somalia,  Bangladesh  and  Haiti  many 
decades  ago.  Mexican  wages,  like  other  low  prices,  have  been  low  for  a  reason  -  Mexican 
productivity  is  low.  Only  one  fifth  of  Mexico's  population,  for  example,  has  finished  high 
school.'  Productivity  has  recently  been  rising  in  Mexico,  but  compensation  has  risen  much 
Caster,  because  skilled  labor  is  quite  scarce. 

According  to  a  survey  by  the  Mexican  Hnance  Ministry,  'companies  persist  in  pointing 
out  the  great  scarcity  of  labor  (31.9%),  poorly  trained  labor  (33.6%),  and  high  costs  (19.7%)  as 
the  main  obstacles  they  face."' 

Since  1987,  Mexico's  manufacturing  compensation  has  risen  by  18.5%  a  year,  in  dollars. 
Mexican  productivity  gains  from  1987  to  1990  were  less  than  4%,  according  to  the  BLS,^  but 
apparently  higher  in  1991  and  1992  (partly  due  to  a  large  drop  in  Mexico's  manufacturing 
employment).  Even  if  Mexican  productivity  had  t)een  rising  at  a  6%  rate,  as  Business  Week 
recently  claimed,  the  increases  in  compensation  have  been  three  times  as  large  as  productivity 


*Daiiid  Oks  and  Sweder  van  Wijnbogeii,  'Mexico  After  the  Debt  Crisis:  Is  Growth  Sustainable?*  Worid  Bank 
daft,  October  1992.  pp.  23-24. 

'National  Institute  for  Statistics,  Geography  and  Information,  Mexico:  Economic  and  Social  Infonnatioiu  Jan-Apr 
1992.  p.  10. 

*lbid-  p.  23. 

^LS,  Office  of  Productivity  and  Technology,  August  1992.  Mexican  productivi^  gains  in  mann&cturing  over 
the  entire  I98I  to  1986  period  were  virtually  lero. 
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gains.  Thit  means  an  annual  increase  in  unit  labor  costs  of  at  least  12%.  In  the  U.S.,  by 
contrast,  manufacturing  unit  labor  costs  rose  only  9%  over  the  entire  decade  ending  in  1992, 
thanks  to  a  32%  increase  in  U.S.  productivity,  and  have  been  flat  or  falling  since  1991.' 
Although  industrial  labor  costs  were  about  equally  cheap  in  the  U.S.  and  Mexico  in  1991, 
average  unit  labor  costs  in  manufacturing  apparently  became  more  costly  in  Mexico  than  in  the 
United  States  in  J992-93. 


2SS 


COMPENSATION  & 
PRODUCTIVITY: 

MEXICAN  MANUFACTURING 
■PAYcDPROtJucnvrnr 

PERCENT  CHANGE  (U.S.  IXXIARS) 


*VS.  Biffeau  of  Labor  Siatistict,  Momhlv  Labor  Review.  Maicb  1993.  pp-  97  &  103. 

4 


93 


In  short,  labor  in  Mexico  is  not  cheap,  once  total  compensation  costs  are  properly 
compared  with  productivity.  But  cheap  labor  was  never  the  main  reason  for  setting  up 
manu&cturing  opoations  there.  Instead,  the  main  reason  US.  plants  were  buih  in  Mexico  was 
to  get  around  Mexican  trade  barriers  that  would  soon  disappear  under  Nafta. 

The  Big  Three  automakers  and  many  U.S.  computer  companies  built  plants  in  Mexico 
many  years  ago  in  order  to  sell  to  Mexicans  without  the  handicap  of  Mexico's  formidable  impot 
quotas  and  taiifb.  Indeed,  auich  of  the  direct  investment  in  Mexico  in  recent  years  has  been 
forced  investment,  which  would  be  illegal  under  Nafta.  Auto  ooaqMnies,  for  example,  have  to 
e]q)ort  $1.75  in  cars  or  pans  firom  Mexico  before  they  are  allowed  to  import  a  dollar's  worth  of 
cars  or  parts  into  Mexico.  And  they  have  to  buy  36%  of  their  parts  from  Mexican  suppliers. 
Under  Nafta,  the  "tradebalancing"  requirements  are  phased  out,  because  the  Big  Three  fear  their 
Mexican  plants  could  not  withstand  coaq)etition  from  U.S.  and  Canadian  manufacturers  such  as 
Honda,  Toyota  and  Subaru/Isuzu.  Mexico's  domestic  content  law  disappears  under  Nafta, 
replaced  by  rules  which  treat  U.S.  or  Canadian  auto  parts  no  difieremly  than  Mexican  pans 

Since  high  Mexican  tarifb,  trade  balancing  requirements  and  domestic  content  laws 
virtually  compelled  U.S.  companies  to  build  plants  in  Mexico  if  they  wanted  to  sell  there,  why 
should  eliminating  such  trade  barriers-through  Nafta-have  the  same  effect?  It  clearly  will  not. 
Instead,  more  U.S.  manufacturers  will  suy  home  and  expon  to  Mexico  from  the  U.S.  and 
Canada. 

Ross  Perot's  absurd  'estimate*  that  up  to  S.9  million  U.S.  jobs  would  relocate  to  Mexico 
is  based  on  adding  up  every  U.S.  job  that  pays  over  $6  an  hour  in  every  industry  in  which  labor 
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is  more  than  20%  of  ooitt.*  Perot  got  the  figure  firom  Ptt  Oioflte,  who,  in  turn  based  the 
estimite  on  a  promotion  by  the  'Amerimex  Maquiladora  Fund'  «4uch  is  trying  to  get  people  to 
build  nuquiladoras  in  the  dqxessed  area  of  Yucatan.  The  Rind  claimed  it  might  make  sense  Ibr 
U.S.  industries  in  which  wages  were  $7-10,  and  more  than  20%  of  costs,  to  crasider  relocating 
to  Yucatan.  Though  Choate  claims  to  us  this  'Amerimex  criteria"  that  is  not  true.  Choate 
actually  went  much  further,  counting  all  industries  with  wages  of  $6  to  $19  an  hour,  in  order  to 
pad  the  5.9  million  figure.  The  results  can  most  charitably  be  described  as  silly.  Among  the 
"low  to  mid-tech  operations"  in  the  Choate  rqxxt,  even  "guided  missiles  and  space  vehicles"  are 
supposedly  at  risk  of  moving  to  Yucatan!  Other  "jobs  at  risk"  inchide  Mexico  doing  what  Japan 
and  Europe  have  been  unable  to  do  -  namely,  beat  the  U.S.  at  making  aircraft  and  computers. 

What  does  the  Choate  report  have  to  do  with  Nafta?  Absohitely  nothing.  Yucatan  has 
ben  trying  to  lure  maquiladoras  since  1984  -  attracting  fewer  than  2  percent  of  Mexico's  maquilas 
so  far.*'  Maquiladoras,  whether  in  Yucatan  or  elsewhere,  would  stand  a  much  better  chance 
of  surviving  widKMtt  Nafta  than  they  will  with  it  Neither  Choate,  Perot  or  anyone  else  has 
explained  bow  Nafta  could  possibly  make  Mexican  labor  any  cheaper,  or  make  maquiladoras 
more  profitable.  In  fiKt,  Nafta  makes  Mexican  labor  naore  expensive,  and  makes  maquiladoras 
obsolete. 

The  largest  of  die  so-called  "vulnerable  industries"  in  which  the  Choate  report  claims  US. 
jobs  are  'at  risk"  under  Nafta  happen  to  be  precisely  those  products  the  U.S.  is  exporting  to 
Mexico,  and  in  which  VS.  exports  will  grow  even  fester  once  Mexican  trade  barriers  come  down 


*HotMn  Rowea.  'NAFTA-BMbert  Ot«care  The  Trate  of  a  Tiov'  ^'^''"irvn  P°«-  Mqr  9, 1991 
■•If  you  ent,  YmU  oa'  TTrTrTfT  kfay  22.  »«3,  pp.  49-50. 
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to  U.S.  levels  -  industries  such  as  industrial  machinery,  instruments,  fidiricated  metal  products, 
aircraft  and  parts."  These  jobs  cannot  possibly  be  'at  risk'  fiom  lower  U^.  tariff  or  quotas, 
because  there  are  few,  if  any,  U^.  tariffs  or  quotas.  The  average  Mexican  tariff  on  machinery 
and  equipment  is  over  11%,  and  would  be  higher  were  it  not  for  'trade  weighting'  the  average 
(since  there  is  little  trade  in  highly  protected  goods),  wliile  U.S.  tarifb  now  range  finom  0.1%  to 
2.1%." 

What  the  Oioate  report  does  show,  however,  is  the  soiprisingly  tiny  fraction  of  U.S. 
enq>loyment  in  industries  in  which  labor  still  accounts  for  more  than  20%  of  costs  -  fewer  dum 
6  million  out  of  118  million  U.S.  jobs.  Autos  and  parts,  for  example,  do  not  make  the  list  Even 
if  labor  were  generally  cheaper  in  Mexico,  which  it  is  not,  asserting  that  location  decisions  are 
based  on  20%  of  costs  rather  than  on  80%  of  costs  is  a  tail-wags-the-dog  argument.  Building 
new  plants  and  filling  them  widi  modem  machinery  is  not  dieap,  and  rents  are  often  higher  in 
Mexico  City  than  in  comparable  U.S.  cities.  It  is  because  noQ-labor  costs  matter  that  die  first 
International  Trade  Commission  report  on  Nafta  estimated  that  even  then,  befixe  Mexican  labor 
costs  bad  risen  much,  'the  costs  of  textile  mill  production  in  Mexico  are  25  to  ISO  percent  higher 
than  in  the  U.S.'"  In  short,  labor  costs  are  (1)  not  nearly  as  important  as  Mr.  Perot  supposes; 
(2)  higher  in  Mexico  than  in  the  U.S.  once  perks  and  productivity  are  considered;  and  (3)a  red 
herring,  since  Nafta  will  raise,  not  lower,  Mexican  pay.  Besides,  Mexico,  with  a  yoothful  labor 


"loh.  m  yidr  v.l«whto  lis,  loduwriet  BKl  Jcbt  Under  NAFTA.  DX:.,  Tbe  MmCKturing  PoHcy  Prqiect. 
April  1993.  pp.  6-7. 

'Hi.Hutb«ier«iidJ.Scfac«LNortiAinericMFtwTradeA«raeinenLD.C«lawiluiefarIaieiM^^ 
1992.  TiUe  3.6. 

"U.S.  UieraaioMl  Ttade  CommiMioiL  The  Ukelv  Imwct  of  «  Free  Tiade  Aiwemem  wM>  Medea  Febnagv 
1991.  p.  4-39. 
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force  of  24  million  and  low  unemptoyment  in  urban  areas,  does  not  have  S.9  million  qualified 
workers  to  spare. 

The  National  Bureau  of  Economic  Research  recently  released  a  study  on  Nafta  *s  impact 
on  the  auto  industry.'*  It  concludes  that  "the  primary  efGect  of  a  free  trade  agreenoent  will  be 
the  opening  of  the  (potentially  large)  Mexican  maiicet  to  North  American  producers.'  The  study 
also  concludes  that  much  of  Mexico's  auto  and  parts  industry  'is  likely  to  be  replaced  by  other 
North  American  producers.'  It  should  be  easy  to  see  why.  The  U.S.  already  imposes  no  tariff 
at  all  on  auto  engines  txporvei  from  Mexico,  and  only  a  2.5%  tariff  on  cars.  But  Mexico  levies 
15-20%  tariffe  on  U.S.  engines  and  cars  exported  to  Mexico,  plus  stria  trade-balancing  quotas 
and  Mexican-content  rales  for  Big  Three  cars  assembled  in  Mexico.  Mexicans  are  not  even 
allowed  to  buy  the  Mercury  Tracer,  made  in  Hermosillo,  because  it  has  too  many  U.S.  parts 
(80%)  to  meet  Mexican  content  rales  (which  disappear  with  Nafta). 

The  second  reason  «iiy  some  U.S.  firms  built  plants  in  Mexico  was  the  'maquiladora' 
program.  These  plants  specialize  in  assembling  die  few  products  that  bodi  the  U.S.  and  Mexico 
would  otherwise  protect,  such  as  apparel,  certain  auto  parts  and  televisions.  Spokesmen  for 
organized  labor  pretend  that  Nafta  will  turn  Mexico  into  a  "giant  maquiladora.'  In  feet,  Nafta 
kills  the  maquiladoras.  Any  cooqwiy  anyw^wie  in  Mexico  will  eventuaUy  have  the  same  duty- 
free access  to  U.S.  materials  that  maquiladoras  have.  And  such  companies  will  no  longer  be 
required  to  export  the  resulting  products  back  to  die  U.S.,  but  can  instead  sell  them  in  Mexico, 
Chile,  Venezuela,  Cokmbia,  or  anywhere  else.  If  you  hate  maquiladoras,  you  should  love  Nafta. 
PortfoUo.  Not  DirecL  Investment 


''SiBva  Bcny,  Vittato  OrilH,  navaeio  Lopn-de-Siiaaet,  *lte  AaaonoWe  Ininniy  aid  diB  M«^^ 
Tnde  Agraemm."  NBER  Woikfaig  Papar  Na  41S2.  Angm  1992,  ppi  3-4. 
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Investment  opportunities  have  indeed  improved  in  Mexico,  but  these  investments  are 
mainly  in  the  stock  of  privatized  Mexican  companies  and  banks,  plus  foreign  purchases  of 
Mexican  Treasury  bills  (cetes).  New  opportunities  for  U^.  investors  to  supply  capital  to  the 
Mexican  telephone  system,  for  example,  benefitted  Mexico  and  its  U^.  investors,  but  better 
telephone  service  in  Mexico  does  not  hurt  U^.  eaq>loyment  opportunities. 

Diiea  U^.  .investment  in  Mexico,  which  includes  buying  existing  structures  and 
equipment,  as  well  as  adding  new  capital,  amounted  to  only  $23  billion  in  1991  (and  even  less 
in  1992).  And  $1.6  billion  of  that  consisted  of  reinvested  earnings  of  US.  companies  already 
located  in  Mexico  -  which  usually  means  importing  machines  from  the  U.S."  Total  U.S.  direa 
investment  in  Mexico  only  amounts  to  2.6%  of  worldwide  U.S.  direct  investment,  most  of  which 
is  in  Western  Europe.''  Yet  nobody  argues  that,  say,  building  Rnds  in  Europe  loses  U.S.  jobs. 

Putting  reinvestment  aside,  Americans  made  only  about  $700  million  of  new  direct 
investments  in  Mexico  in  1991.  And  a  sizable  portion  of  that  new  investment  went  into  building 
U.S.  fast  food  franchises,  hotels,  and  retail  stores  investments  that  in  no  way  jeopardize  U.S.  jobs 
(hotels  and  restaurants  in  Mexico  Gty  do  not  compete  with  hotels  and  restaurants  in 
Indianapolis),  and  instead  make  it  easier  to  sell  more  US.  goods  and  services  to  Mexicans. 

How  can  such  tiny  figures  be  reconciled  vnth  all  the  anecdotal  stories  about  companies 
setting  up  maquiladora  border  plants  to  export  to  the  U.S.?  When  we  consider  that  the  total 
value  added  of  all  maquiladoras  is  only  a  bit  more  than  $4  billion  a  year,  the  answer  is  easy. 
They  don't  amount  to  much  of  anything  by  U.S.  standards  •  barely  producing  enough  to  pay  for 


''VS.  Depanmem  of  Commerce,  Survey  of  Cuirent  Business.  August  1992. 

"General  Accounting  OfBce.  Nortii  American  Free  Trade  Agreement:  U.S.-Mexican  Trade  and  Investment  Data. 
September  1992,  p.  70. 
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10%  of  Mexican  imports  firom  the  U^. 

Even  if  new,  diiea  U^.  investments  in  Mexico  quadrupled  to  three  billion  a  year,  that 
would  still  be  trivial  compared  with  private  and  public  investment  in  the  U^.  of  close  to  a 
trillion  dollars  each  year.  Foreign  direct  investment  in  the  U.S.  was  over  $69  billion  in  1989 
alone.  When  BMW  and  Mercedes  looked  for  a  place  to  build  new  factories,  Mexico  didn't  stand 
a  chance  against  South  Carolina  (except  that  Mercedes  is  going  to  assemble  300  kit  cars  in 
Mexico  for  the  local  market). 
Have  U.S.  Wages  Really  Fallen? 

Much  of  the  anxiety  about  trade  reflects  serious  misconceptions  about  what  has  been 
happening  to  U.S.  wages  and  incomes.  The  first  page  of  a  remarkably  ill-informed  'study*  on 
Nafta  by  the  Office  of  Technology  Assessment  (or  "OTA"),  for  example,  asserts  that,  "Sugnant 
productivity  and  increasing  international  competition  have  brought  real  wages..J}ack  to  the  level 
of  1965...." 


REAL  HOURLY  U.S. 


75  eo  as 

ADJUSTED  BY  POST-ig83  CPI  (UX1) 


"Office  of  Technology  Assessment,  U.S.-Mexico  Trade:  PulUnp  Toaefher  or  Failing  Apat?  1992. 
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The  claim  that  real  U^.  wages  are  no  higher  than  they  were  in  196S  is  almost  as 
incredible  as  the  insinuation  that  intonational  competition  has  lowered  real  wages  -  which 
implies  that  competition  is  bad  for  productivity.  Measured  in  1982  dollars,  hourly  U^. 
compensation  averaged  $833  in  1965  and  $12  in  1992  -  a  44%  increase."  The  contrary 
impression  is  largely  caused  by  deflating  weekly  wages  by  the  discredited  pre- 1983  consumer 
price  index  (which  exaggerates  accumulated  inflation  and  thus  lowers  real  wages),  excluding  all 
benefits,  and  using  weekly  or  annual  rather  than  hourly  wages,  which  dilutes  the  average  with 
part-time  and  summer  jobs.  Another  common  trick  is  to  compare  current  real  wages  with  those 
of  1973,  when  price  controls  grossly  undersuted  inflation,  and  thus  overstated  real  wages. 

In  short,  a  lot  of  bogus  wage  and  income  figures  are  being  circulated  as  a  feeble  excuse 
for  inexcusable  protectionism. 

Ed  Learner  of  UCLA  argues  that  increased  flows  of  labor-intensive  products  6om  the 
Third  World  must  depress  prices  of  such  goods  and  therefore  depress  the  relative  wages  of  those 
U.S.  workers  who  renuiin  employed  in  these  industries."  This  is  the  source  of  Ross  Perot's 
claim  that  higher  wages  in  Mexico  must  bring  lower  wages  in  the  U.S.  Yet  the  idea  that  prices 
determine  wages  is  almost  as  faulty  as  the  idea  that  lower  prices  reduce  real  wages.  Computer 
prices  have  fallen,  for  example,  without  that  industry  paying  Third  World  wages.  And  in  the  few 
cases  where  tarifEs  and  quotas  keep  U.S.  prices  artificially  high  -  such  as  sewing  T-shirts  or 
picking  tomatoes  -  wages  have  always  been  notoriously  low.  Hrms  in  protected  industries  do 


"Economic  Repon  of  die  President.  January  1993,  Table  B42,  p.  396. 

■*Edward  E.  Leaaier,  Trade  Policy  and  Income  Distribution*  in  Geiald  P.  O'DiiscoU,  ed..  Free  Trade  Within 
North  Amerio.  Khiwer,  1992;  and  "Wage  Effects  of  a  U.S. -Mexican  Free  Trade  Agreement'  NBER  Working  Pq)er 
No.  3991,  February  1992. 
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not  have  to  pay  more  than  the  going  rate  to  attract  unskilled  labor.  Instead,  the  going  wage  is 
established  in  thousands  of  unprotected  industries  -  allowing  proteaed  industries  to  extract 
monopoly  rents. 

The  only  evidence  Learner  cites  are  suspiciously  vague  and  ancient  trade  and  income 
figures  for  1985,  before  U.S.  exports  doubled  in  real  terms.  He  also  asserts  that  letting  poor 
countries  like  Portugal  into  the  EC  lowered  real  wages  in  rich  countries  like  Germany.  This  is 
obviously  fialse: 
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Freer  trade  between  the  U.S.  and  Mexico  might  lower  the  relative  price  of  a  few 
protected,  labor-intensive  goods  in  the  U.S.,  such  as  brooms,  hats,  and  rubber  shoes  -  if  the  U^. 
is  still  producing  such  primitive  products  «^n  Mexico  becomes  big  enough  to  have  much  effect 
on  U^.  prices.  But  fireer  trade  will  likewise  lower  the  relative  price  of  capital-intensive  goods 
in  Mexico  -  increasing  the  capital  intensity  of  Mexican  {nxxhiction,  raising  productivity  and  wages 
there,  while  also  increasing  Mexican  demand  for  capital-intensive  U.S.  exports,  such  as  machines, 
vtrhere  U.S.  productivity  and  wages  are  high.  It  is  not  that  'capital'  benefits  from  freer  trade  at 
the  expense  of  'labor,'  as  Professor  Learner's  two-&ctor  theory  assumes,  but  rather  that  there 
will  be  noore  capital-intensive  job  oppormnities  with  freer  trade  -  jobs  in  which  an  hour  of  work 
inoduces  something  of  great  value. 

Reduced  U.S.  trade  barriers  also  mean  a  lower  cost  of  production  and  lower  cost  of  living. 
This  obviously  raises  the  real  buying  powo-  of  wages.  Yet  even  this  obvious  benefit  of  freer 
trade  is  somehow  excluded  from  all  these  fables  about  why  real  wages  are  supposed  to  fall, 
particularly  for  the  poor.  U.S.  protection  is  most  brutal  in  raising  the  price  of  fruit,  vegetables, 
milk,  tuna,  peanuts,  sugar,  shoes  and  clothing  -  hardly  the  most  effective  way  to  help  the  poor.' 

The  only  U.S.  jobs  that  could  possibly  be  adversely  affected  by  Nafta  are  in  labor- 
intensive  industries  that  are  currently  protected  by  high  tariffs  or  import  quotas.  But  half  of 
Mexico's  exports  are  completely  duty-free  under  the  GSP  program.  Nearly  another  half  are 
subjea  to  only  trivial  duties  because  of  the  maquiladora  program,  and  because  the  vast  majority 
of  U.S.  products  -  particularly  those  on  Pat  Choate's  list  -  are  not  protected  anyway,  or  have  by 
tariff  no  higher  than  2.5%. 


t^letu*  C.  Coughlin,  et  aL,  'Protectioiiist  Trade  Policies:  A  Survey  ofTbeoiy,  Evidence  and  Rationale,*  Federal 
ReMTve  Bank  of  Sl  Louis,  Review.  Jan/Feb  1988. 
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With  one  exception  -  textiles  and  apparel  -  the  highly  protected  U.S.  industries  are 
extremely  small.  And  Mexico  has  been  shutting  down  many  textile  and  apparel  plants,  becoming 
the  number  one  export  market  for  U.S.  textiles  and  apparel  ( the  U.S.  has  a  large  and  growing 
surplus,  particularly  in  textiles).  There  is  a  28%  U.S.  tariff  on  frozen  orange  juice,  a  32%  tariff 
on  brooms,  3S%  on  canned  tuna,  38%  on  cheap  glassware,  and  a  45-65%  tariff  on  athletic  shoes. 
A  review  of  Congressional  testimony  reveals  that  these  industries  (along  with  the  infamous 
cartels  of  sugar,  peanut  and  tobacco  farmers)  have  been  the  most  vocal  opponents  of  Nafta.  Yet 
all  of  them  together  employ  fewer  than  50,000  people,  usually  at  very  low  wages.  Even  in  these 
tiny  industries,  wages  are  quite  unlikely  to  fall,  because  growth  of  export  and  service  jobs  will 
make  that  impossible.  Industries  that  do  not  keep  their  wages  and  benefits  competitive  simply 
cannot  attract  and  retain  the  workers  they  need.  Indeed,  it  is  the  fact  that  inefficient,  protected 
U.S.  industries  cannot  pay  competitive  wages  that  ultimately  dooms  them,  with  or  without  Nafta. 
Trying  to  force  consumers  to  pay  higher  prices  for  their  products  through  trade  barrio^  simply 
shrinks  demand  and  thus  reduces  employment  through  a  different  route.  For  example,  U.S. 
consumers  simply  substitute  com  sweeteners  for  protected  sugar,  com  nuts  for  protected  peanuts, 
or  plastic  glasses  for  protected  glassware. 

Compared  with  about  50,000  low-wage  jobs  that  might  be  adversely  affected  by  lower 
U.S.  tariffs  (or  even  triple  that  number  by  some  dubious  estimates),  there  are  at  least  seven 
million  high  wages  jobs  in  U.S.  export  industries  that  stand  to  benefit  enormously  from  increased 
access  to  the  growing,  young  market  of  Mexico.  And  that  is  not  even  counting  wholesale  and 
retail  trade,  port  services,  grain  and  dairy  products,  banking  and  business  services  or  air  travel. 
Even  a  small  percentage  change  in  the  huge  U.S.  export  industries  must  create  many  more  high- 
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wage  jobs  than  any  low-wage  jobs  that  could  possible  be  at  risk  from  reducing  U.S.  tariff  on 
a^  few  tiny  industries  which  will  shrink  or  become  automated  anyway,  because  consumers  do  not 
value  their  products  highly  enough  to  justify  a  competitive  wage. 

The  net  job  gains  firom  expanding  the  huge  U.S.  export  industries  with  the  help  of  Nafta 
must  far  exceed  possible  job  relocation  problems  out  of  the  few,  tiny  protected  industries.  The 
resulting  tighter  U.S.  job  market  must  reduce,  notincrease,  the  need  for  job  retraining.  And  more 
and  better  jobs  in  exports  industries,  combined  with  the  demographic  slowdown  in  the  supply  of 
new  workers,  can  make  even  unskilled  U.S.  workers  more  scarce,  thus  pulling  all  wages  up 
toward  the  level  of  pay  in  the  expanded  export  industries. 

On  the  export  side,  numerous  huge,  high-paying  industries  stand  to  gain  firom  reduction 
of  Mexico's  relatively  steep  trade  barriers.  The  U.S.  is  already  running  large  and  growing 
surpluses  with  Mexico  in  industrial  and  farm  machines,  textiles,  chemicals,  paper,  food  products, 
fabricated  metal  products,  instruments,  auto  parts,  aircraft,  machine  tools,  steel,  and  more.  These 
industries  employ  at  least  seven  million  people  at  wages  two  to  three  times  higher  than  those  of 
the  tiny,  protected  industries.^'  Last  year,  the  U.S.  ran  a  trade  surplus  with  Mexico  of  about 
$15  billion  in  manufactured  goods,  far  exceeding  a  deficit  in  crude  oil,  firuits  and  vegetables. 

The  whole  idea  that  lower  trade  barriers  could  possibly  reduce  real  wages  is  quite  bizarre. 
Since  real  income  per  worker  ultimately  depends  on  real  output  per  worker  -  productivity  -  then 
any  claim  that  freer  trade  lowers  wages  amounts  to  claiming  that  protectionism  increases  real 
wages  by  increasing  productivity!  If  tariffs  and  quotas  really  made  economies  more  efficient  and 
productive,  we'd  have  to  throw  out  every  economics  text  since  Adam  Smith.  Since  the  precise 
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opposite  is  true,  living  costs  will  fall,  and  productivity  and  real  U.S.  wages  will  surely  increase 
on  both  sides  of  the  border  as  a  resuh  of  the  bold  and  invigorating  mutual  reduction  of 
destructive  trade  barriers  called  'Nafta.' 
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Mr.  Peterson.  I  have  this  saying,  I  am  a  CPA  and  I  used  to  tell 
my  clients  that  figures  lie  and  liars  figure.  We  have  had  too  many 
figures  today  and  my  mind  is  boggled  by  all  these  numbers. 

But  just  in  looking  at  this  overall  situation  here,  it  is  still  hard 
for  me  to  figure  out  why  we  ought  not  to  be  concerned  about  some 
of  these  specific  industries  where  clearly — I  think  I  am  persuaded 
by  Mr.  Shaiken's  arguments  that  there  is  a  significant  advantage 
in  certain  of  these  industries  if  they  have  the  machines  and  the 
technology  equivalent  to  the  United  States,  so  that  labor  cost  dif- 
ferences is  going  to  make  a  difference  and  it  is  a  big  difference. 

I  am  persuaafed  fi'om  what  I  have  been  able  to  look  at  that  in 
certain  of  these  industries  they  have  almost  caught  up  to  us  in  pro- 
ductivity. Yet,  you  in  your  testimony  basically  say  that  you  don't 
believe  that.  I  guess  it  is  hard  for  me  to 

Mr.  Reynolds.  There  is  no  evidence  that  it  is  true  on  an  average 
or  macro  level. 

Mr.  Peterson.  We  are  not  talking  about  averages. 

Mr.  Reynolds.  If  I  said  Nucor  Indian^  is  the  most  competitive 
steel  mill  in  the  world,  does  that  mean  our  entire  steel  industry  is 
competitive?  No,  of  course  not. 

Mr.  Peterson.  But  there  are  specific  industries  and  there  are 
specific  situations  in  Mexico  where  they  are  coming  very  close  to 
us  in  productivity. 

Mr.  Reynolds.  Possibly  true. 

Mr.  Peterson.  With  this  tremendous  wage  difference,  they  are 
going  to  have  a  competitive  advantage,  are  they  not,  in  all  those 
specific  circumstances? 

Mr.  Reynolds.  The  question  is,  is  there  a  difference  in  unit  labor 
costs  and,  on  average,  the  answer  is  no.  Let  me  deal  with  some  of 
the  specific  companies  we  are  talking  about  here.  The  Ford  Escort 
is  75  to  80  percent  U.S.  content.  It  is  officially  a  U.S.  car  under 
CAFE  standards.  And  it  is  going  to  stay  that  way  because  that  is 
the  way  Ford  likes  it.  It  lowers  their  fuel  economy  standards.  They 
are  not  going  to  increase  that  part  about  it. 

Chrysler  is  going  to  build  a  competitor  for  that  car.  It  is  going 
to  be  called  the  Neon  with  300,000  capacity.  It  is  going  to  be  sited 
in  Michigan.  Why  didn't  Chrysler  site  it  in  Mexico?  One  reason  is 
unit  labor  costs.  One  would  assume  they  are  looking  at  that  the 
same  way  anyone  else  is. 

Only  one  Japanese  auto  company  is  located  in  Mexico,  why? 

Mr.  Peterson.  Basically  there  is  no  market  for  cars  in  Mexico. 

Mr.  Reynolds.  The  market  in  Mexico  is  growing  25  to  30  percent 
a  year.  They  don't  have  the  capacity  to  meet  domestic  demand 
and 

Mr.  Peterson.  I  was  told  that  there  was  a  market  for  600,000 
cars  in  Mexico.  Now  I  am  told  by  my  staff"  it  is  445,000  cars. 

Mr.  Reynolds.  But  it  is  growing  very  rapidly  and  trucks  as  well. 

Mr.  Peterson.  That  is  a  drop  in  the  bucket  compared  to  the 
amount  of  cars  that  are  sold  in  the  United  States  or  are  exported 
or  even  produced  in  Mexico.  They  produce  way  more  cars  than 
445,000  in  Mexico  now,  isn't  that  true? 

Mr.  Reynolds.  They  will  have  the  capacity  in  the  next  few  vears 
to  probably  produce  700,000  cars.  How  they  can  export,  with  the 
domestic  demand  grrowing  as  rapidly  as  it  is,  that  will  require  huge 
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additions  to  capacity,  as  Mr.  Shaiken  will  tell  you.  He  thinks  it  is 
going  to  happen,  but  there  is  no  evidence  from  data  or  anybody's 
plans  that  it  is  going  to  happen. 

Mr.  Shaiken.  I  think  Mr.  Reynolds  is  very,  very  factually  wrong 
on  these  issues.  I  would  like  to  specifically  anchor  the  discussion 
in  the  Ford  Hermosillo  plant. 

First  of  all,  the  plant  went  online  in  1986,  as  I  mentioned,  with 
a  $500  million  investment.  Ford  committed  to  produce  30  percent 
of  the  parts  for  the  car  in  Mexico  in  order  to  sell  20  percent  of  its 
total  output  in  Mexico. 

The  demand  was  so  dismal  for  the  auto  industry  from  1986  to 
1990  that  Ford  met  its  obligation  of  30  percent  local  content  but 
chose  not  to  sell  any  vehicles  in  Mexico,  though  it  was  legally  enti- 
tled to  do  so  based  on  its  agreement  with  the  Mexican  Government. 

In  1990,  it  then  switched  to  a  new  model,  adding  a  new  Ford  Es- 
cort and  Mercury  Tracer  model.  But  because  it  wanted  to  qualify 
the  car  under  U.S.  CAFE  standards,  the  corporate  average  fuel 
economy,  it  shut  down  most  of  its  Mexican  supplier  base  and 
moved  that  to  the  United  States  so  it  could  identify  the  car  as  a 
U.S.-made  vehicle  for  CAFE. 

Under  NAFTA,  that  stipulation  disappears.  Ford  will  no  longer 
have  to  do  that.  Therefore,  it  can  begin  moving  large  parts  of  that 
supplier  base  back  to  Mexico. 

In  talking  with  various  people  close  to  the  situation,  they  rank 
the  30  percent  of  the  value  of  the  car  built  in  Mexico  as  superior 
to  United  States  suppliers,  inferior  to  Japanese  suppliers,  but  im- 
proving rapidly. 

Now,  how  Mr.  Reynolds  can  talk  about  average  unit  costs  when 
the  real  issue  is  looking  at  how  you  site  a  specific  plant,  and  we 
have  discussed  in  specific  detail  what  the  unit  cost  is  of  producing 
a  Tracer  or  an  Escort  in  terms  of  direct  labor  costs  in  Mexico. 
There  is  an  indisputable,  sizable  advantage  because  the  productiv- 
ity of  that  plant  matches  the  productivity  of  the  U.S.  plant  at  one- 
tenth  the  total  compensation. 

It  is  that  simple.  This  is  a  legitimate  issue  of  how  far  can  you 
replicate  this.  Is  this  an  isolated  example  or  can  you  generalize? 
What  we  have  seen  is  wide  generalization  in  the  auto  and  elec- 
tronic sectors  during  the  1980's  which  is  likely  to  accelerate  during 
the  1990's. 

I  would  point  out  this  is  not  an  issue  of  being  for  or  against 
NAFTA;  this  is  an  issue  of  understanding  the  dynamic  which  influ- 
ences investment.  It  is  not  a  question  of  the  United  States  compet- 
ing with  the  Mexican  economy.  It  is  a  question  of  an  auto  parts 
supplier  in  Michigan,  Indiana,  or  anywhere  else  saying,  OK,  I  am 
paying  $12  an  hour  now.  I  can  get  the  same  productivity  for  $2  an 
hour.  What  do  I  do? 

Then  we  have  to  ask  why  is  it  $2  an  hour  in  Mexico.  Economists 
say  it  is  because  of  the  productivity.  But  we  have  seen  that  is  not 
the  case.  It  is  $2  an  hour  precisely  because  the  wages  are  not  relat- 
ed to  productivity. 

Mr,  Peterson.  There  is  pressure  because  there  are  so  many  peo- 
ple who  want  jobs,  so  it  keeps  the  wages  down. 
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Mr.  Shaiken.  Enormous  pressure  to  keep  the  wages  down.  From 
that  alone,  let  alone  the  government  policies  and  let  alone  the  lack 
of  labor  rights. 

In  terms  of  Mr.  Reynolds'  statement  about  Chrysler  in  particular, 
he  obviously  has  not  seen  the  July  12,  1993,  issue  of  Automotive 
News.  The  headline  reads  "Chrysler-Mexico  in  talks  for  new  vehicle 
plant.  Chrysler  Corporation  is  looking  at  a  site  in  northern  Mexico 
for  a  new  assembly  plant." 

The  last  paragraph  of  the  article  summarizes  the  issue:  "U.S. 
automakers  are  sensitive  to  news  about  capacity  increases  in  Mex- 
ico, in  part  because  of  the  controversy  surrounding  the  proposed 
North  American  Free  Trade  Agreement." 

Mr.  Peterson.  Can  we  get  a  copy  of  that? 

Mr.  Shaiken.  Yes. 

[The  information  follows:] 
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Mr,  Reynolds.  Chrysler  is  the  single  biggest  importer  of  United 
States  products  in  Mexico,  as  companies  go.  Pemmix  is  No.  2,  and 
General  Motors  is  No.  3. 

Chrysler  has  done  fairly  well  in  Mexico  under  protected  trade 
barriers  and  has  had  some  problems  as  those  trade  barriers  have 
come  down.  Mexico's  auto  industry  is  still  extremely  protected  and 
closed  for  the  very  obvious  reason  that  they  could  not  possibly  com- 
pete on  variety  and  quality  with  a  lot  of  U.S.  products. 

Chrysler  had  to  shut  down  recently  a  57-year-old  plant  near 
Mexico  City,  ostensibly  on  environmental  grounds.  If  you  are  going 
to  pick  plants,  let's  pick  that  one  as  an  example  of  what  a  powerfm 
auto  industry  they  have  down  there. 

The  overall  trade  numbers  are  in  our  favor.  The  investment 
numbers  going  into  Mexico  are  extremely  small,  particularly  for 
manufacturing.  There  was  some  in  1986  or  1984  or  something  like 
that.  But  it  has  not  been  going  up.  It  has  been  going  down. 

Japan's  overall  investment,  all  the  investment  they  have  ever 
put  in  all  the  time  they  have  been  down  there,  is  $1.5  billion.  GM 
can  lose  that  in  a  couple  of  weeks.  That  is  peanuts.  The  whole 
maquiladora  program  is  only  a  little  over  $4  billion  of  value  added. 
Again,  that  is  a  very,  very  small  number  and  so  is  a  half  million 
employees. 

The  main  question  I  still  would  want  to  come  back  to  is:  What 
does  all  this  nave  to  do  with  NAFTA?  Does  NAFTA  improve  the 
situation  or  not?  I  argue  that  it  very  clearly  opens  up  a  young  and 
growing  auto  market  for  U.S.  parts  and  trucks  and  cars. 

This  country's  exports  of  cars,  trucks  and  parts  have  increased 
by  almost  70  percent  since  1986  in  dollar  terms. 

Mr.  Peterson.  Are  the  people  working  in  these  car  plants  able 
to  buy  a  car? 

Mr.  Reynolds.  That  is  like  saying  do  the  people  in  the  Cadillac 
Seville  plant  buy  Cadillac  Sevilles.  That  is  a  silly  question. 

Mr.  PETERSON.  I  don't  think  it  is  at  all.  Henry  Ford  said 

Mr.  Reynolds.  Henry  Ford  was  wrong.  He  was  not  an  economist. 
Real  consumption  in  Mexico  rose  by  5.9  percent  last  year.  That  is 
a  big  number.  Obviously,  incomes  are  going  up.  That  is  a  measure 
of  living  standards. 

Mr.  Peterson.  5.9  percent  of  nothing  is  still  nothing. 

Mr.  Reynolds.  No,  no,  it  is  rising.  Living  standards  are  rising. 
Auto  sales  are  rising  very  fast.  The  U.S.  Commerce  Department 
has  a  publication  called  Industrial  Outlook.  Check  it  out. 

Mr.  Peterson.  Mr.  Reynolds,  I  went  down  to  Mexico  and  I  went 
into  a  gprocery  store.  The  prices  for  everyday  things  that  I  buy  and 
that  every  family  in  America  buys  are  higher  in  Mexico  than  they 
are  in  the  United  States. 

Mr.  Reynolds.  They  have  a  value  added  tax. 

Mr.  Peterson.  I  don't  care  why.  I  am  saying  they  are  higher.  If 
these  people  are  making  $2  an  hour  or  even  if  it  is  $5  an  hour,  it 
is  beyond  me  how  you  can  say  that  their  living  costs  are  so  much 
less. 

Mr.  Reynolds.  Housing. 

Mr.  Peterson.  You  mean  those  tin  shacks? 

Mr.  Reynolds.  I  mean  comparable  housing,  dollar  for  dollar, 
similar  housing. 
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Mr.  Peterson.  Are  we  going  to  have  the  United  States  emulate 
Mexico  so  we  can  all  live  in  a  tin  hut? 

Mr.  Reynolds.  In  1985,  it  was  mentioned  correctly  that  the  com- 
pensation by  the  U.S.  measure  is  about  15  percent  of  United 
States,  according  to  BLS.  In  1985  that  was  also  true  of  South 
Korea  and  it  was  true  of  Portugal.  As  economies  open  up,  their  real 
wages  grow  very  fast.  I  have  shown  you  that  they  are  growing  very 
fast.  What  more  can  we  say? 

Mr.  Peterson.  I  still  get  back  to  this  whole  idea  that  somehow 
or  another  these  living  costs  are  less.  A  lot  of  these  folks  are  squat- 
ting on  property  that  they  don't  own  and  they  are  building  these 
shacks  and  they  are  living  in 

Mr.  Reynolds.  I  am  willing  to  concede  that  point.  It  is  not  im- 
portant to  the  testimony.  That  is  an  aside. 

This  graph  is  extremely  important.  The  question  is:  Is  productiv- 
ity rising  fast  and  are  wages  being  held  down  by  the  pacto?  The 
answer  is  absolutely  not,  by  no  measure. 

Mr.  Shaiken.  I  would  like  to  address  both  these  points.  Mr. 
Reynolds  was  the  one  who  raised  the  issue  of  living  costs  in  saying 
that  this  dramatically  understates  it. 

I  would  like  to  read  yesterday's  prices  in  Tijuana  and  compare 
them  for  a  few  items  into  how  many  hours  an  average  maquiladora 
worker  would  have  to  work  to  purchase  that.  That,  after  all,  is 
what  it  comes  down  to.  You  get  your  check  and  you  go  to  the  store. 

Milk  yesterday  in  Tijuana  for  a  quart  was  3.9  new  pesos.  The  av- 
erage maquiladora  worker  would  work  1.25  hours  to  buy  a  quart 
of  milk.  A  dozen  eggs,  3.50  new  pesos.  An  average  maquiladora 
worker  would  work  1  hour.  So  you  have  bought  a  quart  of  milk  and 
a  dozen  eggs  and  a  quarter  of  your  day  is  gone.  If  you  want  bread, 
2.9,  1  hour  for  a  loaf  of  bread.  If  you  want  a  pound  of  beef,  10  to 
15  new  pesos  for  a  pound,  depending  on  quality,  3.25  to  5  hours. 
Your  day  is  done. 

You  bought  maybe  a  pound  of  beef,  a  quart  of  milk,  and  a  dozen 
eggs.  Is  that  going  to  be  the  consumer  market  that  we  are  opening 
up?  It  is  hardly  a  trivial  issue  under  those  circumstances.  That  is 
precisely  what  it  comes  down  to. 

What  makes  this  particularly  tragic  is  these  are  not  poor  people 
in  a  devastated  area.  These  are  among  the  most  productive  indus- 
trial workers  in  the  world. 

Mr.  Reynolds.  The  maquiladora  workers? 

Mr.  Shaiken.  Yes. 

Mr.  Peterson.  I  was  in  Tijuana.  I  went  to  the  Honeywell  plant 
in  Tijuana.  I  have  to  say  that  that  plant  appeared  to  be  as  efficient 
and  as  clean,  and  as  well  run  as  any  plant  that  I  have  seen  in  the 
United  States.  Those  folks  are  makmg  $1.56  an  hour.  Some  of  the 
supervisors  who  had  been  there  a  while  were  making  more. 

From  there,  I  went  to  the  gp'ocery  store.  It  is  beyond  me  how 
these  folks  can  make  ends  meet.  I  guess  the  answer  is  that  they 
squat  in  these  areas  and  don't  have  housing  costs.  They  don't  go 
to  the  grocery  store  because  thev  can't  afford  it.  They  live  on  tor- 
tillas and  some  of  these  other  things  that  we  would  not  consider 
to  be  a  sufficient  diet  in  the  United  States. 

I  think  that  a  lot  of  folks  believe  this  stuff  when  they  read  in  the 
paper  that  these  housing  and  living  costs  are  less  in  Mexico.  The 
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only  reason  they  are  less  is  because  they  are  living  at  a  level  that 
we  would  not  tolerate  in  this  country.  We  don't  ask  our  welfare 
people  to  live  like  that. 

Mr.  Reynolds.  Let  me  try  to  address  what  I  think  was  your 
question  about  buying  back  the  product.  First  of  all,  eveiyone 
knows  that  U.S.  exports  have  almost  quadrupled  since  1986.  They 
are  not  necessarily  consumer  goods.  Mexico  is  trying  to,  for  exam- 
ple, improve  its  agriculture  so  that  farmers  will  buy  tractors  from 
Caterpillar. 

Mr.  Peterson.  These  little  15-acre  farmers  are  not  going  to  be 
able  to  buy  any  tractors  from  Caterpillar. 

Mr.  Reynolds.  They  are  buying  tractors  from  Caterpillar.  Ask 
Caterpillar.  They  are  buying  them  like  crazy. 

Mr.  Peterson.  New  tractors?  My  farmers  cannot  afford  to  buy 
new  tractors.  I  would  like  to  see  any  one  of  those  little  15-acre 
farmers  who  is  buying  a  tractor. 

Mrs.  Thurman.  If  you  would  yield,  those  are  the  ones  that  were 
sold  to  Florida  after  Hurricane  Andrew,  the  boxes  of  limes  that 
used  to  be  $8  for  $25. 

Mr.  Reynolds.  Our  exports  of  machinery  of  all  sorts  of  steel,  of 
all  sorts  of  industrial  products,  chemicals,  paper  has  been  soaring, 
also  services.  Over  $40  billion  in  merchandise  exports  last  year,  but 
we  had  almost  $9  billion  in  service  exports.  This  is  business-to- 
business  transactions.  There  are  some  consumer  goods,  obviously 
fruits  and  vegetables. 

Mr.  Peterson.  I  think  that  is  one  of  the  problems,  that  we  are 
going  to — the  big  market  in  Mexico — is  going  to  be  sending  our 
technology  down  there,  sending  our  more  efficient  plant  and  equip- 
ment down  to  Mexico. 

Mr.  Reynolds.  My  gosh,  they  might  develop  and  grow.  But  that 
doesn't  hurt  us  when  other  countries  do  well. 

Mr.  Peterson.  Yes,  it  does  when  their  wages  are  rising.  They 
are  making  less  money  now  than  they  were  in  1981,  based  against 
the  U.S.  dollar,  according  to  the  Bureau  of  Labor  Statistics.  In 
1981,  it  was  $2.74  compared  to  the  U.S.  dollar. 

[The  chart  follows:] 
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Mr.  Reynolds.  Pacto  began  in  1988.  What  does  it  have  to  do 
with  the  pacto? 

Mr.  Peterson.  I  never  said  that  this  worked  or  didn't  work.  All 
I  am  saying  is  that  in  1981  they  were  making,  according  to  this, 
$2.73  an  hour  in  the  United  States  and  now  in  1992  it  is  $2.35. 
It  is  hard  for  me  to  understand  how  they  improved  their  situation 
in  Mexico.  This  is  our  Bureau  of  Labor  Statistics. 

Mr.  Reynolds.  There  is  no  question  that  Mexico  went  through 
absolute  hell  from  1982  to  1987.  I  believe  also  their  productivity 
did.  We  are  not  sure  about  that. 

The  question  is  what  is  happening  under  the  Salinas  government 
and  what  is  going  on  now.  That  is  what  I  have  addressed.  Interest- 
ing, Senora  Lujan's  testimony  has  salaries  stopping  in  1987,  when 
the  question  is  what  has  happened  since  pacto  in  1988. 

Mr.  Peterson.  It  went  from  $1.25  an  hour  to  $2.35.  If  it  went 
up  18  percent  from  here,  they  are  never  going  to  get  to  the  point 
where  they  can  buy  anything  from  us,  these  folks  that  are  making 
these  kind  of  wages. 

Mr.  Reynolds.  Do  you  expect  wages  to  suddenly  go  from  $3  to 
$30?  That  is  not  the  way  wages  go.  They  are  rising  very  rapidly. 
They  are  rising  in  real  terms  and  they  are  rising  in  dollars.  They 
are  causing  them  a  lot  of  problems  because  their  unit  labor  costs 
are  making  them  uncompetitive.  The  people  who  are  saying  Mexico 
will  have  to  devalue  are  saying  Mexico  cannot  compete.  I  happen 
to  think  they  can,  but  it  is  very  painful. 

Mr.  Shaiken.  Mr,  Chairman,  I  think  that  this  whole  issue  of  how 
rapidly  wages  are  rising  is  an  important  one.  I  also  fear  the  notion 
of  everyone's  eyes  glazing  over,  throwing  numbers  back  and  forth. 
But  I  think  this  one  is  fairly  simple  to  answer  because  real  wages 
have  not  risen  by  anything  remotely  like  what  Mr.  Reynolds  is 
talking  about  during  the  period  which  he  is  discussing. 

I  prefaced  it  by  saying  we  both  agree  that  Mexico  took  a  horrible 
shock  in  the  early  1980^s  down  to  1987.  Then  it  began  slowly  inch- 
ing upward.  We  have  to  remember  that  if  you  use  1987  or  1988  as 
the  base  year,  it  would  be  like  starting  from  the  trough  of  the 
Great  Depression  and  saying,  well,  you  know,  by  1940  things  had 
improved.  They  had,  but  you  are  still  starting  at  such  a  low  level 
that  it  makes  the  figures  somewhat  misleading. 

However,  using  that  point  of  reference,  accepting  that  for  a  mo- 
ment, let  me  cite  you  the  latest  index  figures  from  the  Banco  de 
Mexico.  These  are  in  real  pesos.  The  dollar  figures  that  Mr.  Reyn- 
olds is  using  are  not  adjusted.  They  are  picking  up  the  vagaries  of 
the  exchange  rate. 

If  we  just  use  real  Mexican  pesos  from  1987,  the  year  he  wants 
to  compare  with,  to  1992,  real  wages  in  Mexico  rose  from  an  index 
of  100  in  1987  to  an  index  of  128  in  1992.  Productivity  rose  in  real 
pesos  from  100  in  1987  to  125  in  1992.  In  other  words,  wages  were 
slammed  down  by  1987  to  artificially  depressed  levels.  Since  then, 
wages  and  productivity  have  tracked  from  that  artificially  low  base. 
That  is  far  from  18  percent  annual  wage  gains.  That  is  simply  not 
true. 

Mr.  Peterson.  Mr,  Reynolds,  I  was  curious,  we  have  this  paper 
here  which  we  put  into  the  record  from  the  NAFTA  summit  that 
you  took  part  in.  How  come  you  didn't  make  the  same  statement 
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to  us  that  you  made  to  the  NAFTA  summit?  You  changed  your  tes- 
timony considerably. 

Mr.  Reynolds.  The  only  change  I  am  aware  of  making  is  that 
instead  of  estimating  productivity,  I  used  Banco  de  Mexico  num- 
bers for  1991  and  1992. 

Mr.  Peterson.  But  a  lot  of  the  points  that  you  made  at  the  sum- 
mit I  don't  find  in  your  statement.  It  is  a  different  tone.  Are  you 
putting  a  different  spin  on  it  for  us? 

Mr.  Reynolds.  It  largely  has  to  do  with  the  fact  that  we  are  hav- 
ing some  sort  of  a  contest  here. 

Mr.  Peterson.  I  didn't  ask  you  to  come  here  to  have  a  contest. 

Mr.  Reynolds.  The  NAFTA  summit  paper,  for  example,  deals  at 
some  length  with  Professor  Ed  Leamer  of  UCLA.  He  is  not  here. 
It  would  not  be  appropriate  for  me  to  take  him  on — or  Pat  Choate. 
What  do  you  find  different? 

Mr.  Peterson.  Just  kind  of  the  tone  of  the  thing  and  some  of  the 
statements  you  made  here  that  I  find  to  be,  I  would  say,  almost 
outrageous  are  not  in  this.  Some  of  them  are  here  and  some  of 
them  are  not.  I  was  just  curious. 

Mr.  Reynolds.  I  am  making  different  points. 

Mr.  Peterson.  One  of  the  things  you  say  in  here  about  auto 
workers  require  4  months  of  training  before  they  can  go  to  work, 
evidently,  in  Mexico,  compared  to  1  or  2  weeks  in  the  United 
States. 

Mr.  Reynolds.  That  is  simply  taken  from  Professor  Shaiken's 
paper. 

Mr.  Peterson.  Is  that  true? 

Mr.  Shaiken.  It  is  true,  but  a  highly  stylized  way  of  putting  it. 
It  is  an  opportimity.  In  Mexico,  Nissan  workers  in  Aguas  Calientes 
receive  roughly  2  weeks  of  training.  Ford  choose  to  provide  4 
months  of  training  at  Hermosillo  initially  because  it  had  an  oppor- 
tunity to  develop,  not  just  production  workers,  but  to  provide  every 
worker  in  the  plant  with  the  training  that  only  a  skilled  worker 
would  receive  in  the  United  States.  Triat  wasn't  because  they  had 
to. 

Mr.  Peterson.  That  is  why  they  have  the  good  statistics  in  that 
plant. 

Mr.  Shaiken.  Absolutely,  because  they  have  an  unusually  deep 
skill  base. 

Mr.  Peterson.  My  son  works  for  Saturn.  They  put  more  time 
than  that  into  training  people.  If  you  look  at  Saturn's  numbers, 
they  are  more  productive  than  any  of  these  companies  we  are  talk- 
ing about. 

Mr.  Shaiken.  I  think  Saturn  is  a  very  powerful  example  of  just 
that.  It  isn't  a  liability.  Mr.  Reynolds  is  quite  right;  you  will  need 
more  training  in  Mexico.  There  is  no  question.  You  would  not  need 
that  big  a  gap.  I  was  simply  citing  that  gap  as  an  opportunity. 

To  provide  that  kind  of  training  to  a  work  force  really  gives  you 
a  depth  of  skill  that,  obviously,  in  this  case,  has  paid  off  quite  con- 
siderably. 

Mr.  PETERSON.  If  they  did  this  all  throughout  their  industry 
down  there,  we  would  have  a  lot  of  competition  that  we  probably 
would  have  a  hard  time  keeping  up  with. 

Mr.  Shaiken.  Yes. 
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Mr.  Peterson.  This  discussion  about  the  wages  and  whether 
these  benefits  are  included,  you  know,  whatever  they  are, 
profitsharing  and  all  these  other  things,  we  had  these  witnesses  in 
here,  whenever  we  had  this  last  hearing,  from  Mexico  where  they 
basically  told  us  that  they  did  not  receive  these  benefits.  We  had 
them  under  oath.  Are  you  sajdng  that  they  were  Ijdng  to  us? 

Mr.  Reynolds.  I  am  sure  you  can  find  two  or  three  people  who 
do  not  get  benefits  here.  I  am  using  the  U.S.  data  in  all  my  graphs. 
I  am  saying  if  I  used  the  Mexican  data,  that  include  all  the 
prestaciones,  the  black  bar  on  this  graph  would  not  fit,  it  would  be 
so  high.  It  would  be  on  the  average  of  30  some  odd  percent.  Some- 
where in  between  there  is  probably  the  truth,  because  among  other 
problems  Mexicans  separate  the  maquiladoras. 

Mr.  Peterson.  According  to  what  we  know,  the  Bureau  of  Labor 
Statistics  doesn't  include  these  benefits,  though. 

Mr.  Reynolds.  They  specifically  say  they  don't  include  every- 
thing. I  don't  know  what  they  don't  include,  out  they  say  they  don't 
include  everything. 

Mr.  Shaiken.  If  I  could  address  this  whole  issue  of  profitsharing 
for  a  moment.  It  is  not  just  one  or  two  workers  who  haven't  gotten 
it.  The  primary  components  of  Mexico's  export  sector  are  the 
maquiladors.  That  is  where  you  have,  as  Mr.  Reynolds  pointed  out, 
530,000  workers  today.  Almost  all  the  maquiladors,  if  not  all  the 
maquiladors,  are  set  up  as  cost  centers.  That  means  they  record  no 
profit  whatsoever  in  Mexico. 

Therefore,  there  is  no  profit  to  share  because  no  profit  shows  on 
the  books.  To  avoid  a  political  embarrassment  with  the  Mexican 
Government,  most  maquiladoras  agree  to  pay  2  percent  of  their 
Mexican  costs,  which  are  primarily  labor,  into  a  bonus  or 
profitsharing  fund. 

I  am  not  sure  if  the  BLS  does  or  does  not  include  it.  The  BLS 
total  compensation  data  is  $1.60  a  hour  for  maquilas,  wages  and 
benefits.  If  it  doesn't  include  it,  and  we  add  an  additional  2  per- 
cent, which  is  pretty  much  what  they  are  paying,  or  even  an  addi- 
tional 5  percent,  let's  say,  then  we  are  talking  about  adding  8 
cents.  So  instead  of  earning  $1.60  an  hour  in  total  compensation, 
if  we  add  5  percent,  they  would  be  earning  $1.68  an  hour.  That  is 
meaningless. 

What  Mr.  Reynolds  referred  to  in  his  earlier  paper  as  notoriously 
generous  fringe  benefits  in  Mexico  are  highly  misleading.  Many 
maquiladors  do  in  fact  provide  lunch,  but  most  workers  would  pre- 
fer to  have  the  money  in  their  paycheck  to  buy  their  lunch.  All  the 
benefits  are  included  of  that  variety  in  the  BLS  numbers. 

Mr.  Peterson.  I  am  reading  from  the  BLS  thing  here.  It  says: 
'Total  compensation:  All  payments  made  directly  to  the  worker,  va- 
cation, holiday,  special  payments,  payroll  deductions,  employee  ex- 
penditures for  legally  required  insurance,  and  other  contractual 
and  private  benefit  plans." 

It  sounds  to  me  like  they  have  included  most  all  of  these  things. 

Mr.  Reynolds.  The  release  that  has  those  numbers  explicitly 
says  there  are  omitted  items  of  compensation  in  almost  all  coun- 
tries, and  in  the  case  of  Mexico  they  are  significant. 

Harley  Shaiken  is  absolutely  right,  the  profitsharing  does  not 
apply  to  maquiladoras.  Let's  put  tne  maquiladoras  in  perspective 
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in  two  ways.  The  value  added  of  all  maquiladoras  is  enough  to  pay 
for  one-tenth  of  their  imports  from  the  United  States.  How  are  they 
going  to  get  the  dollars  to  pay  for  everything  else?  It  is  really  quite 
small;  $4  or  $5  billion  of  value  added  is  just  not  a  very  big  indus- 
try. 

No.  2,  under  NAFTA,  maquiladoras  are  very  seriously  threat- 
ened. They  cease  to  function.  It  is  no  particular  advantage  in  set- 
ting up  a  maquiladora.  They  have  no  advantage  that  is  not  avail- 
able to  firms  in  Indiana.  So  why  go  down  there?  So  maquiladoras 
are  an  interesting  subject.  I  am  critical  of  them,  too.  If  you  want 
to  get  rid  of  maquiladoras,  pass  NAFTA, 

Mr.  Shaiken.  I  think  that  is  a  bit  misleading,  because 
maquiladoras  don't  disappear.  In  effect,  all  Mexican  manufacturing 
becomes  one  large  maquiladora.  So  it  is  not  as  if  they  go  away.  It 
is  as  if  there  is  not  a  unique  company  building,  a  plant  on  the  bor- 
der which  today  might  be  called  a  maquiladora,  would  not  be  called 
a  maquiladora.  So  the  legal  status  changes,  but  this  is  far  from 
sa5dng  the  concept  or  the  operating  pattern  disappears.  It  surely 
doesn  t. 

Mr.  Peterson.  As  I  understand  it,  the  requirement  that  they  use 
American-made  parts,  that  goes  away,  am  I  not  correct?  I  mean, 
right  now,  as  I  understand  it,  they  have  to  use  American  parts. 
They  have  to  ship  them  in,  they  are  put  together,  shipped  back  and 
distributed. 

One  of  the  reasons  these  numbers  look  like  they  do  is  because 
they  are  coimting,  when  they  send  those  parts  in  to  be  assembled, 
they  are  counting  them  and  then  counting  them  again  when  they 
come  out.  So  they  are  double  counting  them. 

Mr.  Reynolds.  All  a  maquiladora  is,  is  Mexico  drops  its  tariff  on 
United  States — let's  say  the  fabric  that  goes  into  Haggar  slacks. 
Haggar  makes  slacks  in  Mexico.  All  the  material  is  American;  all 
the  cutting,  all  the  design  is  United  States.  Then  we  send  them 
down  there  and  they  are  sewn.  So  the  sewing  is  the  value  added. 
We,  in  turn,  when  it  comes  back  don't  tax  our  own  fabric,  because 
that  would  be  stupid.  So  it  is  a  mutually  beneficial — ^it  is  a  free 
trade  zone. 

Mr.  Peterson,  They  could  buy  that  fabric  wherever  they  wanted 
to  if  NAFTA  passed. 

Mr.  Reynolds.  Actually  not,  because  NAFTA  is  quite  restrictive 
on  where  you  buy  textiles.  America  is  highly  competitive  when  it 
comes  to  textiles,  and  Mexico  is  not.  They  are  in  a  lot  of  trouble. 

Mr.  Peterson.  But  like  a  lot  of  other  industries,  the  threat  is 
from  other  countries, 

Mr,  Reynolds.  The  threat  is  from  the  United  States. 

Mr,  Peterson.  Why  are  the  Mexican  companies  against  NAFTA? 

Mr.  Reynolds.  They  are  not.  Our  exports  of  textiles  to  Mexico 
are  quite  large.  Fabric  is  something  we  are  very  strong  in.  I  didn't 
want  to  get  off  the  subject  so  much.  I  wanted  to  say  something 
about  the  maquiladoras  versus  NAFTA. 

The  big  difference.  No.  1,  is  that  under  a  maquiladora  program 
you  have  to  put  the  plant  in  Mexico.  Under  NAFTA,  you  can  leave 
it  in  Indiana.  It  will  be  treated  the  same  way.  No.  2,  a  maquiladora 
has  to  export,  cannot  sell,  in  almost  every  case,  to  Mexicans.  Under 
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NAFTA,  you  can't  do  that  anymore.  Things  Hke  the  Ford  Escort  be- 
come available  to  Mexicans. 

Mr.  Peterson.  But  they  can't  buy  them. 

Mr.  Reynolds.  Oh,  yes,  they  buy  a  lot  of  cars.  I  don't  know 
where  you  got  that  idea.  It  is  part  of  our  big  exports. 

Mr.  Shaiken.  For  4  years  Ford  could  nave  sold  the  Escort  in 
Mexico  and  chose  not  to,  not  because  they  legally  couldn't  but  be- 
cause there  is  not  a  market  for  an  additional  vehicle.  They  had  the 
opportunity  but  found  it  wouldn't  make  economic  sense  in  that  pe- 
riod. 

Mr.  Peterson.  Mrs.  Thurman. 

Mrs.  Thurman.  Just  to  your  point  on  the  textile  industry,  just 
recently  I  read  something  where  the  competition  is  now,  of  course, 
coming  from  Asia  who  now  is  starting  to  come  back  into  Mexico, 
and  in  fact  are  building  the  plsint,  which  has  had  an  effect  also  on 
wages  in  Mexico  because  now  they  are  trying  to  compete  with  the 
Asian  wage  and  how  low  they  are  over  there.  And  the  purpose  for 
them  going  to  Mexico  is  specifically  if  NAFTA  were  to  be  adopted, 
that  they  could  come  directly  into  the  United  States,  which  then 
has  a  second  impact  on  us  from  the  outlying  countries. 

Mr.  Peterson.  I  think  that  is  right. 

Mr.  McHugh,  do  you  have  any  questions?  I  have  been  monopoliz- 
ing. Are  you  reluctant  to  get  into  this  fray  here? 

Mr.  McHuGH.  Reluctance  or  intelligence,  I  am  not  sure  which. 

You  had  your  explanation  of  figures.  My  father  used  to  tell  me, 
Mr.  Chairman,  you  know,  John,  if  you  stick  one  foot  in  a  bucket 
of  ice  water  and  one  in  a  bucket  of  boiling  water,  on  average,  you 
are  comfortable.  I  don't  know  whose  foot  is  where  in  this. 

Mr.  Shaiken.  I  don't  want  to  ask. 

Mr.  McHuGH.  Two  observations:  I  was  in  Japan  18  months  ago 
and  a  cantaloupe  cost  $45.  And  I  was  at  the  Red  Sage  on  15th 
Street  here  and  a  tortilla  dinner  was  about  $22.  So,  again,  it  is  all 
relative. 

It  seems  to  me  what  we  have  heard  through  all  of  this  is  that 
there  seems  to  be  a  real  question  about  the  status  of  the  Mexican 
worker.  And  I  think  a  good  many  people  would  argue  that  they  are 
not  as  well  off  as  they  should  be,  not  as  well  off  as  we  would  like 
to  have  them.  The  question  that  arises  in  my  mind,  what  is  our  re- 
sponsibilitv  as  a  country  to  effect  that  situation,  if  we  can,  and  sec- 
ond, how  do  we  go  about  doing  that. 

Professor  Shaiken,  with  respect  to  that  issue,  I  assume  you 
would  agree  that  the  Mexican  worker  is  not  doing  as  well  as  some 
would  say.  Does  NAFTA  provide  us  an  opportunity  to  intervene  in 
a  positive  way,  or  does  it  not? 

Mr.  Shaiken.  I  think  that  is  one  of  the  very  central  questions, 
because  all  the  arguments  earlier  really  don't  determine  one  way 
or  another  necessarily  one's  position  on  NAFTA.  I  would  argue  that 
NAFTA,  as  presently  constructed,  will  not  improve  the  condition  of 
Mexican  workers.  They  could,  in  fact,  even  wind  up  in  a  worse  situ- 
ation. 

What  would  then  happen  is,  whatever  their  situation,  it  would 
have  a  large  demonstration  effect  on  the  United  States  as  the 
economies  become  integrated  at  an  accelerated  pace.  So  the  notion 
of  why  NAFTA  wouldn  t  do  that  is  simply  because  NAFTA  has  ig- 
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nored  the  fact  that  while  Mexico  made  very  large  strides  through 
most  of  the  1980's  to  harmonize  investment  guarantees,  the  struc- 
ture of  its  markets,  intellectual  property  rights,  and  then  acceler- 
ated that  during  NAFTA,  no  such  comparable  movement  has  oc- 
curred vis-a-vis  either  free  labor  markets  or  labor  rights  within 
Mexico. 

So  unless  that  issue  is  addressed,  then  NAPTA  in  fact  could  wind 
up  worsening  the  situation  of  many  Mexican  workers  as  their 
wages  remain  tied  down  as  part  of  an  investment  strategy  while 
enrollment  continues  to  grow. 

Mr.  McHuGH.  So  you  might  argue  that  NAFTA  could,  in  fact, 
have  that  effect  if  we  did  certain  things  to  the  agreement? 

Mr.  Shaiken.  If  a  number  of  things  were  done  in  terms  of  real, 
effective  side  agreements  dealing  with  labor  rights  as  well  as  uni- 
lateral changes  by  the  Mexican  Government  to  create  further  inde- 
pendence within  its  labor  markets  in  a  way  that  is  analogous  to 
what  they  have  already  done  in  terms  of  investment,  then  in- 
creased economic  integration  could  be  a  benefit. 

Without  those  two,  that  is,  unilateral  changes  by  Mexico  and 
very  serious  and  effective  side  agreements,  then  the  economic  inte- 
gration I  think  would  have  a  very  negative  effect,  or  the  acceler- 
ated integration. 

Mr.  McHUGH.  Absent  America  or  any  other  nations  entering  into 
an  open,  competitive  market  with  Mexico,  how  would  you  suggest 
our  policies  might  affect  Mexico  in  a  positive  way?  How  else  do  we 
engage  the  question? 

Mr.  Shaiken.  Mexico,  as  part  of  its  long-term  strategy,  very 
much  wants  a  free  trade  agreement  with  the  United  States.  A^ 
part  of  the  price  for  that  free  trade  agreement,  certain  changes  by 
the  Mexican  Government,  vis-a-vis  its  labor  markets,  would  be  an 
important  step.  That  would  allow  Mexican  workers  no  more  than 
the  ability  to  independently  change  their  own  circumstances  and 
link  their  considerable  productivity  in  the  export  sector  as  well  as 
elsewhere  to  their  wage  levels.  That  would  be  part  of  it. 

A  second  part  would  be  specific  negotiated  language  that  ensures 
that  violations  are  met  with  effective  and  strong  sanctions  as  a  re- 
alistic deterrent. 

Then  I  think  we  have  to  talk  about  broader  issues  of  the  time- 
frame for  these  changes.  But  without  these  preconditions,  we  are 
accelerating  a  situation  that  may  not  simply  harm  Mexican  work- 
ers, but  may  make  Mexico  the  locus  of  wage  determination  for 
many  U.S.  industries  which  affect  not  simply  wage  levels  but  our 
prosperity  and  consumption  as  well. 

Mr.  McHuGH.  So  to  summarize,  if  your  interest  is  bettering  the 
condition  of  the  Mexican  worker,  in  your  opinion  free  trade  is  a 
powerful  inducement  to  the  Mexican  Government? 

Mr.  Shaiken.  Free  trade  could  be  a  powerful  inducement,  but  not 
an  afler-the-fact  inducement,  that  is,  simply  the  notion  of  providing 
free  trade  and  then  on  its  own  these  things  will  happen  I  think  is 
fundamentally  challenged  by  70  years  of  Mexican  history. 

Mr.  McHuGH.  I  am  not  arguing  the  sequence.  I  am  arguing  the 
concept. 
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Mr.  Shaiken.  Free  trade  as  a  possibility,  because  we  already 
have  considerable  trade.  But  broader  trade  and  eliminating  these 
limits  as  an  inducement  could  be  quite  powerful. 

Mr.  McHuGH.  Mr.  Reynolds,  your  comments? 

Mr.  Reynolds,  Let's  remember  what  NAFTA  is,  primarily.  It  is 
a  reduction  of  tariffs  and  trade  barriers  on  both  sides.  Other  things 
being  equal,  that  has  a  direct  impact  on  real  income.  It  lowers  the 
cost  of  living.  We  put  32  percent  tariff  on  brooms.  That  means 
every  time  you  buy  a  broom  it  costs  32  percent  more  than  it  would 
if  we  have  n*eer  trade. 

Should  we  be  protecting  the  broom  industry?  I  would  argue 
maybe  it  is  not  on  the  cutting  edge  of  technology  and  maybe  you 
should  kiss  it  good-bye.  But  that  is  not  what  you  will  hear  in  lobby- 
ing efforts. 

You  hear  about  the  average  trade  barrier.  Well,  if  your  trade  bar- 
rier is  like  a  total  ban,  it  doesn't  appear  in  the  average.  Or  if  you 
have  a  very  high  tariff  such  as  our  765  percent  tariff  on  processed 
tobacco  stems,  an  important  element  of  national  defense,  then  no 
trade  occurs  in  that  product.  It  doesn't  show  up  in  the  average. 

But  yes,  the  reduction  of  trade  barriers  has  and  will  continue  to 
increase  real  wages  by  lowering  living  costs  in  Mexico,  by  lowering 
those  grocery  store  prices  in  Mexico.  Lowering  the  VAT  in  Mexico 
has  had  the  same  effect. 

Then  they  are  economic  effects  that  occur  not  necessarily  pain- 
less. Basically,  it  involves  getting  your  resources  out  of  businesses 
that  are  not  competitive  and  into  others  that  are.  These  are  effi- 
ciency and  productivity  gains,  and  economies  of  scale  in  dealing 
with  a  bigger  market. 

Mexico  is  also  trying  to  do  trade  a^eements  with  Chile  and  the 
rest  of  Latin  America,  in  order  to  gam  economies  of  scale,  special- 
ize in  a  few  things.  Don't  try  to  produce  a  lot  of  different  auto- 
mobile models,  they  can't.  Produce  a  few.  Import  the  others.  Those 
will  give  you  the  kind  of  efficiency  and  productivity  gains  that  raise 
living  standards.  The  same  thing  happenings  on  our  side.  The  stud- 
ies show  just  that. 

Mr.  McHuGH.  Thank  vou.  Thank  you,  Mr.  Chairman. 

Mr.  Peterson.  Would  you  say  that  NAFTA — one  of  the  reasons 
these  big  companies  are  so  interested  in  it  is  that  they  feel  their 
investments  in  Mexico  would  be  more  protected  if  we  had  a  NAFTA 
in  place?  Aren't  they  concerned  about  being  taken  over,  national- 
ized like  they  were  one  other  time?  Isn't  this  something  that  is 
behind 

Mr.  Reynolds.  Companies  that  are  already  there  went  there  be- 
cause the  trade  barriers  in  Mexico  are  high,  in  fact  prohibitive  in 
the  case  of  automobiles.  They  simply  didn't  let  you  bring  cars  in. 
If  you  wanted  to  sell  in  the  Mexican  market,  you  built  plants.  That 
is  why  Ford  has  been  there  since  the  1920's  and  Chrysler  and  GM 
and  nine  others  are  there. 

Those  particular  companies,  I  would  argue,  and  I  think  I  hear  it 
in  their  testimony,  are  afraid  of  competition  from  the  United 
States.  Because  they  will  have  to  shut  down  their  Mexican  plants. 
Nobody  wants  to  do  that.  So  they  have  tried  very  hard,  particularly 
to  make  sure  that  the  opening  of  the  Mexican  market  was  gradual 
and  that  it  was  done  in  such  a  way  that  it  foreclosed,  if  possible. 
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companies  like  Honda  in  Ohio,  Mitsubishi  in  IlHnois,  and  Subaru 
in  Indiana. 

So  that  is  kind  of  the  opposite  of  where  you  were  coming  from. 
If  you  think  about  it,  companies  Hke  trade  barriers  because  it  al- 
lows them  to  raise  prices  and  get  a  monopoly. 

Mr.  Peterson.  You  said  investment  wasn't  increasing,  and  it 
was  really  relatively  small. 

Mr.  Reynolds.  It  is  trivial. 

Mr.  Peterson.  And  you  have  stated  it  is  going  to  increase  under 
NAFTA. 

Mr.  Reynolds.  Foreign  investment  in  this  country  adds  up  to 
$420  billion.  That  is  a  pretty  significant  number.  The  United  States 
attracts 

Mr.  Peterson.  Because  we  are  the  safest  economy  in  the  world, 
and  the  safest  place  to  put  your  money. 

Mr.  Reynolds.  And  low  unit  labor  costs. 

Mr.  Peterson.  I  don't  know  if  I  agree  with  that. 

Mr.  Reynolds.  Labor  costs  are  usually  20  percent  or  less  of — we 
can  get  into  that,  but  it  depends,  in  the  high-tech  industries,  it  is 
even  lower.  But 


Mr.  Peterson.  I  am  going  to- 


Mr.  Reynolds.  Labor  costs  are  comparable  to  what  they  are  in 
Mexico. 

Mr.  Peterson.  I  am  going  to  give  Mrs.  Thurman  a  chance  to  get 
into  this.  She  can  get  through  all  of  this. 

Mrs.  Thurman.  Right.  Just  to  kind  of  add,  where  I  find  some 
fault  in  the  testimony  is  that  I  might  believe  that  some  of  our  com- 
panies go  down,  particularly  in  the  auto  industry,  so  they  have  a 
new  market.  But  where  that  doesn't  help  me  is  with  Smith  Corona, 
Zenith,  some  of  those  other  companies  who  have  in  fact  closed  and 
come  over  or  down  there,  just  absolutely  have  closed  up  and  gone 
down.  That  is  where  I  think  vou  come  into  a  difference  with  the 
wage  issue  or,  as  in  Mr.  Shaiken's  testimony,  land,  you  know,  all 
of  the  other  kinds  of  things  that  might  be  included  in  putting  a 
package  deal  together. 

So  if  you  could  respond  to  that,  it  would  be  helpful. 

Mr.  Reynolds.  I  notice  that  you  didn't  mention  RCA,  Philco, 
Admiral 

Mrs.  Thurman.  I  meant,  et  cetera. 

Mr.  Reynolds.  Many  consumer  electronic  companies  went  down 
to  Mexico  and  we  never  saw  them  again,  good-bye.  Obviously,  the 
numbers  don't  add  up  to  much  or  they  would  show  up  in  the  in- 
vestment figures.  Those  figures  are  small  and  falling. 

On  the  other  side,  there  are  a  couple  of  companies  in  Mexico, 
more  than  two,  but  two  that  really  stand  out,  that  is  Vitro  and 
Cemex,  who  have  invested  very  heavily  in  building  up  facilities  in 
the  United  States,  ironically. 

Why  don't  we  say,  oh,  my  gosh,  they  are  stealing  jobs  fi-om  Mexi- 
cans? They  are,  in  a  sense,  maybe,  but  you  don't  necessarily  want 
to  move  cement  and  glass  over  long  distances,  so  it  makes  sense 
to  do  it  closer  to  the  markets. 

The  total  employment  picture  in  Mexico  is  falling.  There  again, 
if  you  think  there  are  a  lot  of  jobs  going  to  Mexico,  you  have  an 
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awful  hard  time  finding  them.  Because  there  is  no  increased  em- 
ployment in  manufacturing. 

Mrs.  Thurman.  However,  I  will  tell  you  that  the  glass  part  of  it 
we  had  a  couple  of  weeks  ago.  A  man  that  is  in  direct  competition 
With  Vitro  who  is  now  paying  a  35  percent  fee  to  go  into  Mexico. 
So — and  they  are  losing  jobs  oecause  of  it.  So  again,  it  is  a  direct 
effect  on  the  American  worker. 

But  I  was  interested  in  your  statement,  vour  ending  statement 
to  us  when  you  said  that  Americans  should  not  be  afraid  to  com- 
pete with  Mexico  on  an  even  basis.  Let  me  just  let  you  know  that 
I  don't  think  there  is  an  American  in  this  country  that  is  afraid  to 
compete  with  Mexico.  However,  in  NAFTA,  as  we  have  seen  it,  or 
know  about  it,  it  is  not  on  an  even  basis.  Could  you  give  me  a  bet- 
ter explanation  of  what  you  think  an  even  basis  is? 

Mr.  Reynolds.  I  would  like  to  correct  myself.  It  is  not  an  even 
basis,  because  since  Mexican  tariffs  are  far,  far  higher  than  ours 
on  the  products  that  matter,  NAFTA  is  tilted  heavily  in  our  direc- 
tion. The  auto  engine  example  is  a  classic.  We  have  no  tariff  on 
auto  engines.  Theirs  is  15  percent.  We  need  to  level  that  playing 
field.  In  that  case,  we  will  compete  better,  obviouslv,  because  auto 
engines  in  Mexico  will  be  15  percent  cheaper  and  be  able  to  com- 
pete with  that — what  is  effectively  a  subsidy. 

A  tariff  is  effectively  a  subsidy  on  their  domestic  industry.  It  is 
like  taxing  the  consumer  and  giving  the  15  percent  to  the  business, 
which  is  often  an  American  business. 

Mr.  Shaiken.  I  think  it  is  ironic  Mr.  Rejoiolds  should  use  this 
particular  example.  Mexico  is  now  either  among  the  world's  largest 
or  the  world's  largest  exporter  of  auto  engines. 

Mr.  Reynolds.  No  tariff. 

Mr.  Shaiken.  1992,  1.3  million  engines.  OK,  no  tariff. 

Why  then  has  the  Mexican  Government  projected  that  in  2  years, 
meaning  that  these  investments  are  already  locked  in  and  the 
plants  are  being  constructed,  why  have  they  projected  that  by  1994 
the  value  of  Mexican  auto  engfine  exports  will  double  to  $2.4  billion 
compared  at  that  last  year? 

You  are  arguing  that  with  NAFTA  all  of  a  sudden  this  will  be 
reversed,  engines  will  start  flowing  down  to  Mexico?  Somehow  the 
Mexican  (government,  based  on  their  assessment,  and  I  have 
looked  at  the  plans  of  this  industry,  is  aware  that  auto  engine  ex- 
ports will  double,  high  tech,  a  high  value  added  product,  and  a  piv- 
otal part  of  any  manufacturing  base.  That  simply  and  categorically 
challenges  the  speculation  that  with  NAFTA  the  flow  will  reverse, 
because  these  investments  are  locked  in. 

Mr.  Reynolds.  With  the  chairman's  permission  I  would  like  to 
add  one  more  graph  to  my  testimony.  This  comes  from  a  study  by 
Berry,  Grilli  &  Lopez  from  the  National  Bureau  of  Economic  Re- 
search. It  is  a  little  dated.  And  these  are  professors  respectively 
from  Harvard,  Yale,  and  the  University  of  London.  I  grant  this  is 
a  good  reason  to  be  suspect,  but  nonetheless  they  are  good  num- 
bers. 

Mrs.  Thurman.  Where  did  you  graduate  from? 

Mr.  Reynolds.  Basically  it  says  the  Mexican  imports  are  grow- 
ing a  little  faster  lately  and  exceed  their  exports  in  automotive 
trade.  I  find  that  suspicious  given — or  surprising,  given  all  of  the 
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extremely  restrictive  regulations,  domestic  content,  trade  bal- 
ancing, 20  percent  tariff  on  cars  in  Mexico.  Ours  is  2.5.  It  is  really 
sort  of  surprising. 

Now,  what  happens  when  they  take  those  trade  barriers  down? 
I  think  clearly  we  are  going  to  be  exporting  a  heck  of  a  lot  more 
of  something,  because  the  cost  of  that  something  goes  down  and  de- 
mand will  slope  down.  There  is  no  way  of  getting  around  basic  logic 
for  that. 

Will  they  export  a  lot  of  engines?  Sure.  So  will  we.  We  are  al- 
ready selling  a  lot  of  engines  down  there,  as  you  know,  because 
they  build  several  models  of  engines  and  several  models  of  cars. 
You  have  to  sell — they  have  to  sell  to  us  in  order  to  acquire  the 
dollars  to  buy  from  us.  But  lately  they  have  been  getting  those  dol- 
lars by  selling  stocks  and  bonds  and  running  a  big,  big  trade  deficit 
in  manufactured  goods,  particularly  cars. 

[The  chart  follows:] 
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Mr.  Shaiken.  I  would  like  to  raise  one  further  issue  on  this,  then 
comment  on  one  point  Mr.  Reynolds  raised  earlier. 

On  cars,  the  consulting  group  projects  Mexico  will  export  1  mil- 
lion vehicles  in  16  years  and  import  180,000  vehicles.  That  is  an 
overwhelming  balance  of  exports.  If  we  look  at  the  fact  that  GM  is 
building  a  new  truck  plant  in  Mexico,  that  Nissan  has  invested  $1 
billion  additional  in  an  assembly  plant  in  Mexico,  Ford  has  been 
expanded,  Volkswagon  is  likelv  to  expand,  if  we  look  at  all  of  this, 
we  see  Mr,  Reynolds  is  speculating  on  an  industry  where  there  is 
a  lot  of  available  data,  because  investments  have  to  be  locked  in 
early.  No  one  projects,  that  I  am  aware  of,  that  Mexico  will  be  im- 
porting more  cars  or  anywhere  near  the  number  of  cars  that  it  will 
be  exporting. 

One  further  verv  brief  point.  I  mentioned  the  Mexican  manufac- 
turing base  has  decreased  to  $2.4  million,  and  that  is  true.  The 
flaw  there  is  if  the  Mexican  manufacturing  base  is  decreasing, 
where  is  the  expanding  consumer  market  going  to  come  from? 
What,  in  fact,  that  doesn't  include  that  is  of  direct  interest  to  Unit- 
ed States  workers  is  Mexico  does  not  define  the  maquiladora  indus- 
try as  part  of  its  manufacturing  base.  So  the  500,000  workers  is 
there  and  the  expansion  from  120,000  in  1980  to  530,000  this  year 
is  not  included  in  Mexico's  manufacturing  figures. 

Mr.  Reynolds.  But  it  is  included  in  the  figure  I  gave  you,  the 
1.8  percent  growth  in  manufacturing. 

Mr.  Peterson.  The  Hermosillo  plant  which  according  to  your 
chart — who  did  this  study?  It  shows  that  plant  to  be  pretty  efficient 
and  the  quality  is  good  and  so  forth.  But  those  workers  are  getting, 
what,  $2,  $3  an  hour? 

Mr.  Shaiken.  A  low  $2  an  hour.  I  think  their  average  wage  is 
around  $2.15  an  hour. 

Mr.  Peterson.  We  had  these  folks  come  in  and  testify  about  how 
difficult  it  is  for  unions  being  controlled  by  the  government  and  ev- 
erything. That  is  basically  what  is  going  on  there.  They  are  very 
productive,  but  they  are  not  getting  any  of  that  productivity.  They 
have  no  way — they  have  no  leverage  to  get  any  better  wages  out 
of  that  situation.  Is  that  not  basically  how  it  worlcs? 

Mr.  Shaiken.  Very  little  leverage,  that  is  correct. 

Mr.  Peterson.  Aiid  do  you  know  what  kind  of  wage  increases 
they  have  been  getting  in  that  specific  plant  in  the  last  4  or  5 
years?  Maybe  that  is  in  your  study. 

Mr.  Shaiken.  I  have  those  numbers.  The  only  number  I  am  fa- 
miliar with  directly  is  in  the  last  set  of  contract  negotiations.  They 
won  effectively  a  14  percent  wage  increase  at  a  point  when  infla- 
tion for  the  year  was  projected  to  be  12  percent.  So  what  has  hap- 
pened is,  of  late,  the  wages  are  already  so  depressed — if  you  look 
at  1987  when  total  compensation  was  $1,  wages  and  benefits,  it 
couldn't  go  much  lower.  It  was  already  at  a  point  when  it  was  im- 
possible to  survive  at  that  level. 

What  has  happened  since,  even  in  the  export  sector,  is  you  have 
a  situation  where,  in  fact,  wages  are  going  up;  they  are  basically 
tracking  productivity,  but  off  such  a  low  base  that  the  gap  between 
the  United  States  and  Mexico  remains  very,  very  considerable.  And 
I  would  argue  it  is  a  gap  based  on  wages  that  are  low  not  because 
of  some  invisible  hand  but  are  low  because  they  are  artificially  de- 
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pressed.  A  combination  of  the  no  leverage  you  are  speaking  of  and 
in  some  industries  of  employers  relatively  openly  meeting  and  set- 
ting wage  levels  for  an  area  and  accepting  whatever  turnover  may 
occur,  but  deciding  not  to  compete  based  on  wages. 

Mr.  Peterson.  So  even  if  all  this  good  stuff  happens,  it  is  prob- 
ably true  this  is  not  going  to  end  up  in  the  pockets  of  the  Mexican 
workers.  They  are  going  to  get  basically  what  the  government  de- 
cides it  has  to  give  them,  ana  that  is  kind  of  how  it  works? 

Mr.  Shaiken.  That  has  certainly  been  the  history  in  Mexico. 

Mr.  Peterson.  There  is  nothing  in  place  really  to  change  that. 

Mr.  Shaiken,  There  is  nothing  institutionally  in  place  that  is 
likely  to  change  that. 

Mr.  Peterson.  And  the  side  agreements,  from  what  I  have  read 
about  them,  there  is  evidently  some  kind  of  preamble  that  is  going 
to  be  adopted  by  all  the  different  countries  that  is  going  to  say  that 
thev  should  make  sure  the  workers  get  some  of  the  benefits  and 
so  forth  and  so  on,  but  there  is  nothing  there  to  make  that  happen? 

Mr.  Shaiken.  Yes,  as  far  as  I  am  aware,  unless  there  is  some 
major  change,  there  is  nothing  in  those  side  agreements  that  would 
remotely  be  sirfficient  to  impact  this  kind  of  institutional  change 
that  would  be  necessary  to  allow  basically  open  labor  markets  and 
to  allow  workers  within  those  open  labor  markets,  that  they  have 
a  role  of  setting  their  wages  that  is  independent  of  government  pol- 
icy. 

Mr.  Peterson.  I  don't  know  how  we  get  into  these  trade  agree- 
ments. We  get  into  it  in  such  a  way  that  we  get  the  other  half  of 
the  equation.  I  think  free  trade  is  a  good  thing,  if  we  could  just  get 
benefits  to  go  beyond  the  13  billionaires — in  Mexico — and  the  gov- 
ernment, which  is  where  it  is  going  to  end  up.  I  see  you  have  been 
squirming  there,  Mr.  Reynolds. 

Mr.  Reynolds.  Everything  seems  to  focus  on  this  one  kit  car.  It 
is  basically  a  United  States  car  put  together  in  Mexico.  Labor 
rights.  They  had  a  strike  there.  It  lasted  17  days.  They  got  pay  in- 
creases of  14  to  16  percent.  Was  that  a  substantial  pay  increase? 
Obviously  it  was.  Mr.  Shaiken  said  $2  per  hour?  His  paper  says 
"about  five."  We  don't  need  "about"  numbers.  We  need  some  num- 
bers, footnotes,  and  of  course,  we  need  facts. 

Mr.  Peterson.  We  had  testimony  in  this  committee  that  one  of 
these  other  plants,  when  they  tried  to  strike,  we  heard  that  people 
were  shot  and  one  person  was  killed.  So  that  doesn't  seem  to  me 
to  be  a  kind  of  a  situation  where  they  have  the  open  ability  to 
strike.  That  is  pretty  heavy  intimidation. 

Mr.  Reynolds.  I  am  not  aware  of  the  testimony  so  I  can't  com- 
ment on  it.  There  was  a  strike  at  Hermosillo  and  no  one  was  killed, 
to  the  best  of  my  knowledge. 

Mr.  Shaiken.  That  was  a  very  controlled  strike.  It  is  a  CTM 
union.  Discontent  was  so  high  that  the  choice  was  allowing  some 
real  explosion  in  the  plant  or  walking  out  for  a  limited  period  and 
walking  back  in  once  the  discontent  had  diffused.  By  no  stretch  of 
the  imagination  is  that  an  example  of  open  labor  rights.  As  far  as 
the  numbers,  the  $5-an-hour  figure  is  a  verw  conservative,  total 
compensation  figure  to  include  everything  and  then  some.  The  ac- 
tual midlevel  wage  range,  which  is  close  to  the  average  in  the 
plant,  is  $2. 19  an  nour. 
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Mr.  Peterson.  Are  there  any  other  questions  from  members? 
Mrs.  Thurman. 

Mrs.  Thurman.  Just  something  that  was  on  NPR  this  morning, 
because  I  think  it  does  go  to  the  wage  issue  and  some  of  the 
strikes,  that  the  Mexican  economy  has.  I  think,  gfrown  to  like  12 
or  13  bilHonaires  now  in  the  last  couple  of  years,  which  tells  me 
there  is  money  being  made  down  there,  but  how  is  the  money  being 
spent  I  think  is  part  of  the  question  here.  And  how  is  that  being 
controlled,  and  not  getting  to  the  workers  who  are  actually  being 
more  productive.  I  think  that  is  a  part  of  this  whole  issue,  too. 

Mr.  Peterson.  Mr.  McHugh,  do  you  have  any  final 

Mr.  McHuGH.  No,  thank  you,  Mr.  Chairman. 

Mr.  Peterson.  Well,  it  is  12  o'clock  high  here,  and  we  will  call 
it  a  day.  We  appreciate  very  much  our  witnesses  being  with  us.  It 
has  been  a  spirited  discussion.  I  hope  it  helped  to  illuminate 
NAFTA. 

[Whereupon,  at  12  m.,  the  subcommittee  adjourned,  to  reconvene 
subject  to  the  call  of  the  Chair.] 
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